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~ COI~ANY

Costco Wholesale Corp~afion ("Costco" or ~he "Company") be~ ~io~ ~ 1983 ~n ~t~ Wad-
in, on. ~ ~ob~r 1993, Cos~o ~r~ w~ ~ ~ Comfy, which had pion~red ~e memb~p wa~
hous~ ~n~t in 1976, to fo~ ~c~Cm~o, hc.. a ~law~ c~on. ~ ~mu~ I~7, ~ ~ ~in-off of
~ ofi~ ~on-w~h~se ~sem to ~ce Ent~es, Inc. ~e Comply ch~ged its n~� to C~tco ~m~i~,
~c. On Aegus[ 30. I~, ~v Comply minco~omt~d ~m Dvlaw~ to W~ngton ~d ch~g~ fig ~e to
Cost~ ~olv~ ~on, w~ch ua~ on ~� NASDAQ ~r ~ s~l ’~OST."

Costco ope~-ates a c,h,aln of membership warrahous~s that sdl high quality, ~on~y b~d~ ~d
private l~el me~d~ at low ~ces to bus~ess~ ~iness Member) pu~ing for co~ u~,
~ u~ or rc~, ~d ~so W ind~idua~ (~ld St~ M~m~). ~� Com~y’s ~s~ess is b~d upon a~-
i~v~g ~gh ~ vo]~ and rapid inwn/~ ~mov~ ~ off~ing a li~t~ ~so~t of me~di~ in a wid~
v~ly of ~oduct catcgofi~ a~ v~ ~m~dw ~. ~ of D~m~ ~, ~e Company opem~ a c~n of
~9 w~ous~ ~ 37 smms ~d ~v~o ~co (33~ locations), n~ ~&~ pmvin~ (63 l~afions), ~v Uni~d
~gdo~ (15 l~ons), K~ (five l~fions), T~w~ {~ l~afi~s, ~o~ a 55%~ned subsi~) and
Jap~ (five l~m), ~ wsll as ~ w~ho~s ~ Mv~co ~gh a 50%-ow~ jolt
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I~cernber 10, 2004

Dear Coslco Shaicholdexs:
F~scal 2004 was an exciting year for Costco, wher� w¢ w¢~ able to show solid growth, no[ only in our mer-

chandising and sales efforts, but atso substantial I~ogre~ ~n operational controis, which when combined, restflted
in an improved bottom line. After three yem’s of rapid expansion into many new markets; a rising cost slxucture,
associated not only with this expansion, but also with highly inflationary hcal~ea_ro and wn~kars’ compensation
expense.s; and earnings growth.of just under 5% per year during that period, we axe pleased to report that fiscal
2004 was a banner ye.a~ for Costa3, highlighted by Raxaxl sales and earnings! Most of the Company’s fiscal 2004
financial goals were me~ or exceeded; and in addition to re.cord sales and profits, we grew and strengthened our
membership base; leveraged on~ strong sales results to reduce our oper~tlng expense percentages: eXl~andvd our
operations worldwide with 23 new warchonse openings; and dvolar~l our first quarterly cash dividend. We ach-
ieved these results by focusing on what wv do best--fulfilling our corporate mission and stic~ng to our game
plan.

Our 2004 fiscal year ended August 29~, with not sal~ of $47.1 billion, an Increase of 13% over 2003’s
$41.7 billion. On a comparable warehouse basis, comparing sales of buildings that had been open at least a year,
our sales were up 10% in 2004. double our 2003 in~ of 5~b. We also inereascg:l ou~ g~oss Inargin in 2004,
bringing it up to 10.72%, from 10.@% in 2093. Equally important, after fanr years of incensing operating
l~nSe p~:~ntages, we reduced our expense ratio from 9.83% in 2003 to 9.75% in 2004, an iml~ovement of eight
basis points as a percentage of sal~. These are t~¢nds that we hope will continue.

. Costco is now the fifth large.st retailer in the United States and the 11~ largest in the world, standing at
numbe~ 29 in the Fo~une 500. We finished fiscal 2004 with 441 warehouse.s c~erating in 36 U.S. states, Puerto
Rico and sevva countries. Typically, our pox unit sales arc nearly doable those of our ndare~t competitor, In fiscal
2004, our avecage annual sales per warehouse were $115 million, up from $105 million in 2003. For U.S. build-
lags, the 2004 average was $121 million. W¢ axe committed to continue driving higher levels of sales by doing
what we do besl~being the most innovati�e merchant and providing our memb¢~ th~ best m~cchandise and
services at the lowest ovexall pric~s.

Our ongoing goal ~f incensing shareholder vdu-- is accomplished by �onscientiously living our mission
sh~ter~ent and cod~ of ethics each and every day... To brin8 the hishe*t quality gvods and services,.tv-market at.
the lowest possible prieez.,, and to obey the law, take car~ of o~r member~, take care of our ¢rnployee~, re~pect
our ~upp~¢r~ and reward our shareholder~.

As Costco’s founders, we take personal pride in t~ highly ethlcal way Costco conducts business~day in
and day oak Tl~oughont our 21 years in business, we haw come to I~ viewed as the Company that has achiove.d
unquestioned "pricing and v~lue authority"--a position we ha, co earned and that we value. We assure you that
we will continue to work hard to maintain that ~putation. Our p~ofitivs itca-aand that we continue to delight our
m~mlg~s every day. W¢ want each shopping ¢xpofien~ to be the best in tezms of quality, value and
and v~ want it to be fan. W~ stzive to keep an und~rcun~nt of excitement in ou~ buildings, where our members
can shop with th~ anticipation of finding unexpccte~d treasures, while purchasing thei~ everyday n~’eds with the
assuranc~ they haw rccoivvd tha best valuv~prico and qaa~ty--avagable. This past year, we ~nereased ot~r staff-
ing at the front-end ~gisters, expediting th~ cl~ckout ~cess and enhandng our mvmbem’ eye, nil shopping
OXl~fience, leading, we believe, to morn frvqL~ont shops and highe~ sales with minimal increases in

Wo continued our expansion in fiscal 2004, opaning 23 n~w ware, houses, including three new warehouses in
our Meotivo joint ventorc. Most of these new locations were adds1 to existing markets, im~oving our accegsi-
bility ands~vice to oar memlx~s. F.zp¢fien~ has taught us that our strong markets ~an successfully suplxa’t
many additional Costco ws.~houses. In fact, our results consistently show that existing locafons profit fi’om
"in-filling;’ bringing as a significantly highe¢ reg-tn-a oa invcsUnont in a shorter period of tlmo than is oommon in
new ma~ke~ Accordingly, we will increasingly taflur ou~ growth plans to ~efl~ct a majority of new Coslco build-
ings in existing markets, most likely resulting in mor~ than two-thirds of o~c openings Ix~ing located in existing
"in-fill" markets, ~_her than ncw markets.
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Opening day sales ~or most of our new Ioca~ons w~ extraordinarily ~ ~s y~, s~e b~ ~ous
~ s~t by som~ of ~ mo~ ~cces~l
H~ver, ~b~ ~ P~, Texas; My~e
bufl~ngs w~ open~ in ~ To~p, ~g~; ~y ~d ~sb~g, V~; C~ H~,
~rI~k and Poway, ~o~ia; Sou~ Ogde~ U~; ~m d’Al~ I~o; V~couv~, W~on; ~1~
Te~; E~eM, C~n~ficut and L~o
Wa~.

The demand for Amurican goods remains higk around ~o world, ~g our ~fio~ o~si~. T~
of our ~ mw w~hons~ ~ Me,co wo~ in ~ ~kem (Cuema,~ and Ca~ ~ ~), w~la ad~
one ~ om ~st~g M~volume ~ket ~ Tiju~ ~, ~ we ~scus~ at o~ l~t ~ s~ehol~’ ~,.
we o~ M~os Cu~l Cenmr ~ C~avac~ M~co, a ~mg f~ ~ h~*~ ~e wo~f~ous Ja~
~es and N~ha Ge~ Coition of M~
of C~ino do la Selva. ~ ~a, we add~ ~o new ~-~ b~l~ ~onno, ~eb~ md ~ndon, ~).
We f~l we have o~y ~ m ~ ~ ~nfi~ of t~ ~on~ mmke~a~ f~ C~, ~d we l~k fo~
~ ~finu~ gl~ ~p~sion
Ia~; ~d we ~ prc~ng for a ~g ~g ~ B~ml, En~ wMch ~ bring om ~ml to ~x~ C~
cos ~ ~v U~d ~ngdom.

In fiscal 2005, we plan to optm 22 to 25 additional new warehotme~ and relocate ~ven exig~g locations.
Eleven of these (including three relocations) will be operating b~om calendar year-end, bringing our total warn-
houses at the end of catlmd~r 2004 to 449. Buildings opened in the Fall of 2004 were wi&,pread geograpkie~flly:
one in Ilfinois; one in Ax-izona; one in Mirme~ota; one in Iowa; two in Michigan; one in IV~xico; and, as men-
fioned above, one in 3apau. We bdieve the market is far from satmatrM. In fact, we feel confident that given r~
cent ~uoc~es taxi m~rket renditions, we should be able to doable our present somber of warehotmes ov~r the
next ten years, given the combinmion of U.S. and international opportunities.

We continue to leek at otlmr types of busine~es that fit well within the C.o~teo model. In fact, in O~tobvr
2004 we opened our second Costco Home location adjacent to a high-volume Co, tee warehou~ in Tease,
Arizona. Our first Costco Home, featuring high-end furniture and ~ssor~, ha~ bc~n lXOfitabl~ Mace op~ning
in December 2002, de, pite its "st~md-alone" location in Kirk]and. Waslfington. We feel the highly visible loca-
tion of our a~w favility will d~aw additional trifle, thmfl~ to it~ p~oximity ~o the Tempe w~’-ehouse, l~rhatm giv-
ing us a model to build on for ~uture ~pansion of this business in markets where we have multiple Costeo
warehouses and h~mdreds of thousands of loyal Co,tee member~. Om m~tegy, a~ we have mentioned i~fore, is
two-fold--fn-st, make it more attractive to be a Co, tee membe~ and se, ond, leern ~ometldng in thege busine~eg
that wiI1 make all of our a.49 Cosmos better.

The I-dgh quality and value we offer in our ancillary bmines~¢* continue to set tm apart ~rom our competition
und bring our member~ ~ for additional shops, ineres~ing incremental gales. Our 211 gas stations brought in
~ of $~.3 billion in 2004, an increase of 4~% over 2003. We have a well-era-ned reputation of being the be~t-
priced pharmmy in every U.S. market in which we operate. Last year, we fil]ed t8 million prescriptiom and had
~ales of $2.2 billion, im inerease of 11% over 2003. Our food courts sold more than fifty million hot dog and soda
combinations in 2004, with our giant Kosher dogs reg-olzrly being named ’~Be*t Hot Dog~ in local competitions
across the ~otmtry. And our Optical, l-Hour Photo sad Hearing Aid centers are thriving operations and all
showed double-digit gains last year.

Our E-commerce burials, at costco.com, eontinu~ to grow exponentially. ~md last year ~ad sales of ove~
$375 million, atl in.crease of 66% over the prior year. As much as costco.com has grown, we believe we have
barely touched the smqace of this format, and
commerce industry. Over ~he ne~t ~ev~ral year~ we believe that cos~co,com, our "vimlal warehouse," can become
a $5 billion besia~ss, helping us to leverage our existing relationships with suppliers, as well as expand our
membership
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The initial mllout this past year of E-commerce order stations in our buildings brings costco.com to our
warehouse ~hopl~rs and enhances our top-notch, special-order kiwk offerings. Wtfil~ saving money on the ba-
sics, our members can choose Irtma a wide variety of v~lue-p~ced luxury it~nn, whether found while treasure-
hunting the aisles or in special-order kiosks or at our trpsc~de road shows within our warehouses.

As you may know, Costco is one of tim largest dealers of fine diamonds in the country, with over 67,000
carats sold this past fiscal year. Likewise, the value we provide in iine wines is unparalleled. In fact, we lmve
recently expanded our fine wine offering by developing our own Kirkland Signature wine~a full-bodied Shiraz
~rom Australia’s Barossa Valley---complementing our earlier successes with Kirkland Signatur~ Chardonnay and
Cabernet Sauvignon. AS with all of our private label Kirkland Signature products, it represents the highest quality
and best value available.

Our reputation i~ solidly built on our ~mderlying philosophy of canting the highest quality national brands
at the lowest posgible prices; and even as we expand our Kirkland Signatt~e ~rivate label, we continue to develop
~latienships with new meretmndlse suppliers. Our suppli~ axe our partners in business, and we believe in
establishing alliances with thorn that enabl~ both of us to prosper. We recently bttilt new direct relationships with
Kitchen Aid, Osh Kosh, Sony Computers, Sony TVs, Godiva, Pioneer, Lane Furniture, Royal Sateen, Samsung,
Levi’s, and I:~ILA. We also have co-brands with Starbueks, Hanes, Foster Farms, Mafiani’s, Jelly Bellies, Tyson,
DeLacre, Newman’s and I-Lanson’s.

Al! of these merchandise atrategies are designed to help us give our members the highest quality and best
values in the marketplace. Exceeding our members’ expectations ~s our constant goal. We currently have 23.4
million loyal member households, representing 42.4 million Costco cardholders. Member renewals are strong,
zunning 86% for our membership overall, and 93% for Executive Members. We now have 3.1 million Executive
Members in the U.S. and Canada, who pay $100 a year to take advantage of some 23 Executive Member services
Costeo now offers, while receiving a 2% Executive Member reward on their qualified purchases. We have found
that these are our best customers--members who spend higher average amounts and increase their spending each
year.

Of covxse, as proud as we are of Costco’s add~vementsJn fiscal 2004. we realize that the Company’s bot-
tom llne is also very important to you, our shareholders. We have worked hard throughout our Company’s his-
tory to control expenses; and we axe eatremely pleased to say that, thanks to the success of several initiatives
begun last year, we believe we have made some lasting improvements that will serve the dual purpose of better
expense ratios and improved service to our Costco members.

As you know, we made changes to our health care plans that went into effect in October 2003~ehange~
designed to bring a balance between rising health care costs and the need to educate our employees on how to be
beater health care consumers. Our new plans are expected to increase the percentage employees contribute from
4% to 8% over a four-year period. We have already seen a cost improvement in this area. Nevertheless, our em-
pkryee benefits are still the best in our industry, and we will ensure that they remain so.

Our current expansion plans, while still aggregsive, should not interfere with our cost-cutting initiatives. We
saw expense improvements in 2004, and we expect more in 2005. Additionally, while we believe Cosine has the
lowest inventory shdnkag~ rate in retail, we felt we could do beate~, and this year we reduced it even further, ach-
ieving the best results in the Company’s history. By challenging everything we do, we also lowered our operating
expense ratios in our hom~ and regional offices in 200~, and we continue to hold the line on utility costs. Costco
was built on cost-saving efficiencies, and we are committed to continually reducing costs where-~er we can
through innovative problem-solving.

A big part of our success stems from our creative and cohesive management team, many of whom have been
working together for mor~ than 20 years at Costeo, and for up to 40 years in retail. The3/arc, we believe, the
strongest team in the industry and are highly sought after. We are also aggressively developing new leader~
within Costco’s employee base, and We have a new generation primed and ready to assume management roles as
we expand our business.
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This year saw a realignment of so-me of our executive officc~, l~ra~z Lazarus, ~fiv~.Vi~ ~id~nt of
~t~n~ ~fiom ~ a s~or ~ufive ~ ~ ~m~y sin~ i~ ~c~fi~, ~cenfly ~. We ap~
flare ~ m~y co.arlene F~ hm ~ over ~e ym ~ &e success of ~e Comfy. ~d we ~1 ~y
~s h~ Repla~g Fr~ ~o £~ M~hy, fo~mly ~or Vice ~ident of our ff~d ~ngdom ~om,
who h~ ~sumcd leade~Mp ~ o~ ~mm~al Division, ~d ~md Chav~, fo=efly Senior Vi~ ~ident
of o~ Asia o~rafion~ who ~ now h~ of o~ M~uf~m~g ~ O~er Busin~ Division.

~ck ~Cem~o, Se~or Ex~ufiw Vice ~idvn~ C~, M~h~g. h~
Cost~ w~ho~e o~om ~ ~e U~ted S~ ~d ~o~ ~e world. ~Mg
P~idv~, C~. N~cm ~vi~o~ ~d ~d~t ~ ~rafions, is ~w rgs~nfiblc for ~ ~stco Me~-
~g. ~g Schut~ who ~d ~a ~or Vi~ ~fi~nt of ~m~r~ ~d 8~$ ~r M~h~�, was
~om~ed to ~fiw Vice ~ident, COO, No,ore ~sion ~d Midwest Re,on; ~d Tom W~, 8e~or
Vice Pin,dent of Co~c~on ~d Dis~bufion, w~ ~o pmmot~ to ~ufiv¢ Vice P~fi~t. G~o Ro~n,
Se~r V~e Pw~m, was promomd to h~ ~ o~ ~t ~~ bus~s. AH ~ ~ ch~g~ wo~
~o ~n~n o~ ~aagemcm t~.

In October of this year, we w~re pleased to add Susan Deoker to our Board of Di~ctors. Ms. D~ker is the
Chief Financial Officer and Executive Vice Pre~dent of Finance and Administration for Yahoo ! ~nOo Her breadth
of exIx.~rieac~ncluding 12 years in equity rcsczLrch and 4 yrms at Yahoo! Inc.--will be an asset to our Com-
pany, and we are fortunat~ and d0lighted to have her wflh Costco,

Cost~o remains the dominant me.~be~ship warehouse club operator in the world, setting 11~ slandard for
exceAlenco and leading the industry in sales increases. Our momentum is strong in ten’ms of both sales and earn-
ing~, and we stand on a firm-financial base. We are committed to growth, both domestically and abroad; and we
have the strong, cohesive organization and talented management stuff new.~ssary to succ~sfully do so.

We’d like to thank our management team and our ~mployoos, all 110,000 of thea~ for ~ei~ exceptional per-
formance this past year. Their energy, dedication and ongoing �fforts to continually exceed the ex1:~c.tations of
our members, our suppliers and our communiti~ ensure that as a company we are all doing our best for yea, our
shareholders.

The mettle of a great company is measured by, its.long-toxin performance, the qualRy of its organization, the
integrity of its people and the attention paid to all of its stakehoIders; as well as i~s ability to creatively rise above
adversity. Together, we can be proud that Costco exemplifies such strengths, and that th,y c~an be seen in our
2004 achievements: record sales and profits, new cost-savings initiatives and reduced SG&A, expanded oper-
ations, ~reative merchandising, a loyal and growing m~anbership b~, a strengthened balanc~ sheet, and a re-
spected business ~putation.

we assta¢ you that our management team is not complacent, and despite our successes of this past year, we
know there is plenty of woxk left to b¢ douo. Costoo has hundreds of opportunities to improve. :In the future our
Company can do much more to d~light our customers; to be a better ~mployer; to make the communities wo
serve proud; and, as a restflt, plovid~ greater rewards for our shareholders. These goals remain our constant re-

Costco is poised for morn Iong-term growth and success--success that you will shar~ as we continu~ to in-
creaso our profitabiIity mad shareholder v~lue. We look forward to discussing our plans for Costco’s future with
you at our Annual Mooting of Shareholders on January 27, 2005, in Bellrwae, Washington.

Thank you for your continued confidence and suppoxt. We wish you and yours a most joyous Holiday Sea-
son and a New Year abundant in success, good health and happiness.

Chairman of the Board
Jim SJJlcgal
President & CEO
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NUMBER OF WAREHOUSES AT FISCAL YEAR END
Ow~ Land and Ltmse Lamd tmd/er

Bo~ding Building

UNITED STAIT_S ........................................ 2~6
CANADA ............................................... 55
UNITED KINGDOM ..................................... 13
KOR]gA ................................................. 2
TAIWAN ............................................... --
JAPAN .................................................

Total ................................................ 326

Tot~l

71 327
8 63
2 15
3 5
3 3
4 4

91 417

The following schedule shows warehouse openings (net of w~ehouse closings) by ~gion far the past five
fiscal years and openings (net of closings) LMough December 31, 2004:

Ol~l~g~ by ~lsml

2000 and prior .................................
2001 .........................................

’~00S (tttmngh 12/31104) .........................

Total .....................................

Other
United Siah~ Ctmad~ lnternntim~:d T~

~7 59 17 313 313
27 1 4 32
26 ~ 3 29 374
t9 1 3
lg 2 ~ 20 417
6 ~ 1 7 4~

333 63 ~ 424

At August 29, 2004, tho Company operated (through a 50%-owned joint venture, of which Costco is the
managing partner) 24 warehouses in Mexico. These warehouses me not indude.d in the aumbe~ of warehouse.s
open in any period be,~atme the joint ventm~ is accounted for using the equity method and, therefore, its.olmr-
ations are not consolidated in the Company’s f’mandal statements.                            : ¯

The Company’s headqtta_vmrs ate loca~d in Issaquah, Washington. Additionally, the Company maintains
regional buying and administrativ~ offices, operates regional cross-docldng facilities (depots) for the con-
solidation and distribution of certain shipments to the warehouses, and operates various processing, packaging,
and other facilifi~ to support ancillary and other bu~ine~ve~.

In addition to its broad range of high quality, nationally branded and privato lal3zl morchaadise, the Com-
.pany has enhanced the warehous, club concept to include fresh products (meat, bakery, dell and produce) as well

as a numbe.r of an~il]ary busin~se~, including tho following as of D~cember 31, 2004:

ANCILLARY BUSINESSES

Other
Ulfi~ ~Stat~ Canada Int~raafiO~al T~tal

Optical DisFensing Conters ..................................
Oa¢-Hour Photo ..........................................
Food Court andHot Dog Stands ..............................
Hearing Aid Centers .......................................
Copy Centers .............................................
Print Shops ..............................................
Gas Stat~ns ..............................................

322 46 0 368
321 61 23 405
323 63 28 414
327 63 28 418
144 1I 0 155

8 O 0 8
2 0 0 2

215 3 0 218
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MARKET FOR COSTCO COMMON STOCK

Costco Con-anon Stock is quoted on The NASDAQ Stock Market’s National Market under the symbol
"COST."

The following table ~e~s forth ~he closing high and low sales prlcvs of Costco Common Stock for the tmfiod
lanuary I, 2002 through December 3, 2004. The quotations are as r~ported in pubfish~d financial sonlce.&

Co~o Common

Calendar Quarter~---2002
l¢~s~ Qaarmr .............................................$46.:32 $38,92
Second Quarter ........................................... 43.00 37.59
’l"tdzd Qmn-mr ............................................. 39.30 31.~5
Pourth Quarter ............................................ 36,21 27.24

Calondar Quarters---2003
First Quarter ............................................. 31.23 28,08
Second QuaR~ ........................................... 3).43 30.41
Third Quarter ............................................. 37.15 28.89

Fourth Quarter ............................................ 37.29 31.94
C~endar Q~artero.,..-2004

Fi~t Quarter .........................¯ .................... 39.94 36.08
Secon~ Qum~er ...........................................~2.89 35.5¢
’~hird Quart~ ............................................. 42,42 39,74
Fourth Q~arler (~rongh December 3, 2004) ....................49.74 ,42.29

On December 3, 2004, the Company had 7,797 stoekholck:rs of xecor~

Participanls in the Company’s 40100 plan have purchased morn share, s o~ the Company’s common sleek in
their plan accounts than wee registered with the Seeuri~es and Exchange Commission. The Company.received

~no .proc~ds frcan any of these sales. UImn rec.cipt of rogulatory approvals, the Company presently intends to
mak~ a rescission offer to plan participants who purchased the Company’s common stock in 401(k) plan
counts during the pro.ceding twelve months. Tim Company does not believe that the rescission off¢~ will raated-
ally impact its consoHdateA moults of operations, financial position or cash flows.

DIVIDEND POLICY

Undex its nvo revolving credit agmmmems, Costco is gun~ral~y permitted to pay dividends in any fecal
up to an amount equal to fn~ pc~’nt of its consolidated net booms for that fiscal year. On A!~ril 28, 2004,
Costco declared its first quarterly cash dividend. The first dividend of $030 l~r shar~ was paid May 31, 2004, to
shar~ht~lers of xecurd at the close of business on May 10, 21)04 and a second dividend of $0.10 Iper share was
paid August 27, 2004 to shareholders of record at the close of business on July 23, 2004. Subsequent to fiscal
year end a dividend of $030 per share was paid November 26. 2004, to shat~olders crf record at the close of
busirmss on November 5, 2004.

Payment of future dividends is subject to declaration by the Board of Direetom. Factors considexe.d in
lm-mlnlng the size of the dividends me profitability and oxpectsd capital p.ceds of the Company. Subject to quab
ifications stated above~ the Company presently expects to pay dividends on a quarterly basis.

EQITITY COMPJgNSATION PLANS

Information related to the Company’s equity compensation plans is incorporated h~in b~ reference to the
Proxy Statement. "Jrho Proxy Statement will be Rled with the Secmities and Exehango Commission withia 120
days of the end of the Company’s f-mcal year.
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TEN YEAR OPERATING AND FINANCIAL HIGHLIGHTS
(dollars in milfiong, except per share dat~)

WARE~IOUSES IN OPESATIONS
Beginning ofymr .............................
Openings ....................................
Closings ....................................

End of year ..................................

OPgRATING RESULTS

~cm~ship ~s ~d ~ .....................
To~ ~en~ ..............................

Op=afi~g expenses
Mcrdmndis¢ costs ............................
Selling. genial and adminish-ative expenses ........
P~opcning exw.mm ..........................
Provision for impah~ asm~s and dosing costs ......

Operating income .............................

O~er income
Inte~st ~xlm~m ..............................
I.l~sl i~ ~d O~Vr .......................
~vi~on fcr ~t ~d ~g ex~n~ .....

~c~ ~m ~nfinu~ ~tJoos b~for~ in~
~d cumulative eff~t of ~fing ch~ ........

~v~ f~ ~ome t~ ....................
h~e ~om ~n~uing

eff~ of a~unting ch~ .....................

Incom~ (1~), ~ d tax ......................
~ on ~al ............................

~et i~ome 0~) ...............................

Shams used in calculation (000’s) ..............
Divkkzds p~ sha~ .........................

2@4 200~ 2002 2001
397 37+ 345 313
20 29 35 39
-- C6) (~)

417 397 374 345

$47,L46
961

48,107

100.00% $41,693 100.0~0 $37,993 100.0% $34,137 100.0%
2.0 853 2.1} 769 2.0 668 1.9

102.0 42,546 102.0 38,762 102.0 34,797 101.9

42.092 89.3 ~;72"35 89.3 33,983 89.4 30;598 89.6
4~98 9.7 4,@7 9~ 3~76 9.4 3,~9 9.2

30 0.1 37 OJ 51 0.1 ~ 0.2
1 ~o 2o o.o 21 ~1 18 --

~.~t ~,I 4t,389 ~.2 ~,6~] ~.0 3~,~5 ~.0
1,3~ ~9 1,157 ~8 1,131 3.0 ~2 23

(3~) (o.o) (~D (03) (~93 (o.1)
5~ o,1 ~8 o.1 36 03

1,400 3.0 1,158 2.8 1,138 3.0 1,003 2.9
518 1.1 4~ I. 1 438 1.2 401 I. 1

8:82 1.9 721 1.7 7IX) 1.8 602 1.8

882 1.9 721 1.7 700 1.8 602 1.8

$ 882 1.9% $ 77.1 1,7% $ "700 1.8% $ 602 1.8%

$ L85 $ 1-53 $ 1.48 $ L.29

1.85 12;3 1.48 !.29

$ 1.85 $ 1.53 $ 1,48 $ 129

485,459 479,326 479;252 475,82~

$ 020 $ -- $ -- $ --

$ 1,09~ $ 708 $ 181 $ (2.30)
7,264 6,960 6,524 5,82"7

15,093 13,192 11,620 I0,090
22 47 104 195

99~ 1,290 1,211 859
7,625 6,555 5,694 4,883

13% 1(]% 11% 8~o
10 % _5 % 6% 4%

4,810 4,636 4,4~76 4,358
15,018 14.984 14,597 11737
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2000 1999 1995 1997 1996 1995
292 278 .261 252 240 221
25 21 18 17 20 24
(4) (7) (i) Ca) (~)

313 292 278 261 252 240

$31,62t 100.0% $26,976 100.0% $23,830 i00.0~o $21,484 i00.0~ $19,214 100.0%
543 L7 480 1.8 440 1.8 390 1.8 352 1.8

32,164 101.7 27�456 101.8 24,270 lOl.g 21,874 i01.8 19,566 101~

28,322 89.6 R4,170 89.6 21,380 g9.7 19,314 89.9 17,345 90.3
23~ 8.7 2~8 S.7 ~070 ~.7 I,~ S.7 ~,~I S.S

42 O.I 31 0.I ~ 0.I ~ 0.1 29 0.I
7 ~ 57 0.2 6 -- 75 0,4 10 ~

31.127 98~ 26~ 98.6 ~,#83 ~ 21~3 ~.I 19,~5 ~.2

1,0~ 33 8~ 3.2 787 3.3 581 Z7 491 2.6

(39) (~A) (4~) (0.2) (~} (~2) ~6) (0.4) O8) (0.4)

1.~2 33 859 3.2 7~ 3~ 520 2.~ 42~ 2,2
421 1.3 3~ 1.3 306 1.3 ~8 0.9 175 0.9

63[ 2.0 515 1.9 ~ 1.9 312 !.5 ~9 1.3

631 ZO 397 1,5 4~ 1.9 312 1.5 249 1.3

$17,906
3�1 1.9

18,247 101.9

!6,226 ~.6
1,556 8.7

25
7---

17,814 99.5
433 2.4

(68) (0.4)
3    --

368
151 0.8

.......... ~S~)    (0.5)
$631 2.0% $ 397 1~% $ 460 1.9% $ 312 1.5% $ 249 1.3% $ 134    " 0_7%

$ 1.35 $ l.I1 $ 1.01 $ 0.73 $ 0.6! $ 0.53
-- (o.z~) ....

1.35 0.86 1.01 0.73 0.61 0.53

..... (0.19)

$ 135 $ 0,86 $ 1.01 $ 0.73 $ 0,61 $ 0.34

475,737 471,120 463,371 449,336 435,781 447,219
$ -- $ -- $ -- $ -- $ -- $ --

$ 66 $ 450 $ 431 $ 146 $ 57 $ 9
4,$34 3,907 3,395 3,155 2.888 2,535
8,634 7,505 6,260 5,476 4,912 4,437

10 -- -- 25 60 76
7~0 919 930 917 1,229 1,095

4,240 333"2 2,96~ 2A6~ ! 378 1.531

17% 13% 11 ~ 12% 7% 11%
I 1% 10% 8% 9~ 54~ 2%

4,170 3,~87 3,676 3,537 3,435 3,318
10.521 9,555 8,654 7,845 7,076 6,683
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RF~ULTS DF OPERATIONS

Ce~ain statemenm contained in this document constitut~ forward-looking statements within thB mem~g of
the Private Securities Litigation Reform Act of 1995. For these purposes, forward-looking statementg are state-
m~nts that address activities, events, conditions or developments that the Company oxpeote or anticipates may
occur in the fatnm. Such forward-looking s~ents involve risks and tmccrtaintics that may eans~ actual events,
results or pert’otranto© to differ materially f~om those indicated by such statements. Thes~ risks and uncertainties
include~ but are not limited to, domestic and international e~onomi¢ conditions including exchange ra~s, th0 ef-
fects of coml~titlon and regulation, consam~ and sinai1 business spending patterns and debt leveR, conditions
affecting the acquisition, development, ownership or use of real estate, actions of vendors, rising costs sssociated
with employees (including health care and workers’ compensation costs), geopolitical conditions and other risks
identified from ~ime to time in the Company’s public statements and r~ports ~1~ with the Securities and Ex-
change Commission.

Executive Overview and Selected Omsolidated Statements of Income Data
(dollars in thousands, except earnings per share)

Over~}ew

Cosloo operates membership warehouses based on ~o ~ncept &at off~ing ~vrs ~ low pfi¢~ on a
~d sel~on of m~on~y br~d~ and se~d private la~l ~ucts ~ a wide ~ge of m~h~
~gofi¢s w~ p~ hi~ sM~ volumvs ~d rapid invcnt~ remove. ~s rapid in~enm~ ~over, when
~mb~ wi~ &e o~m~ng ~iandes ac~v~ by volume p~c~s~g, �fficiont dis~bu~on ~ ~du~d h~-
dfing of m~ch~se in no-frills, ~-se~co w~hous~ f~ cnabl~ ~t~ ~ o~ ~fi~bly at sig-
n~canfly lower gross ~gi~ ~an k~ition~ whol~v~, disco~t mtaile~ ~d su~ts.

Key imms for fmcal year 2004 inoluded:
¯ Net sales increased 13.1% over the prior year, driven by an increase in comparable sales of 10% and the

opening of 20 new warehouses:

Membcrshlp fees for fiscal 2004 increased 12.7% to $961,280 ~p~escnfing new n~mbvr sign ups at
new warehouses opened during the fiscal year, inor~asing penetration of the Company’s Executive
Membership program, and continued strong member renewal rates;

Gross margin (net sales less merchandise costs) improved three basis points as a percent of net sales
over the prior year, resulting in paa from a fourteen basis point improvement in margin in merchandise
aud ancillary d~partmonts;

Selling, general and administrative expenses as a percenlage of net sales improved eight basis points
over the prior year, largely doe to higher sales, changes to our health care pla~s and a flattening of the
rising trend in our workers’ compensation costs;

Net income for fiscal 2004 increased 22.4% to $882,393, or $1.85 per diluted sham; and

For the first time, the Board of Directors declared a quarterly c~sh dividend, and the Company issued
quarterly dividends in th~ third and fourth quarl~rs of $0.10 per share.
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SELEL’TF-~ CONSOLIDATED STATEMENTS OF INCOME DATA

The tabl~ below present~ selected op¢~l ~ ~ pe~e~ge re~ b~e~ ~t
in th~ Con~ ~ of l~ome ~ t~ pe~en~ge c~g¢ ~ the ~

Net ~les ...............................
Membership fees ........................
Gross me, gin (a) ........................
Selling, general and admires" 1~ative ..........
Preopening expenses .....................
Provisioa for impaired assets and closing costs,

n~t ............................ , ....

In~est expense .........................
~tcrest income and other .................

Income beforv income taxes ...........
Provision for incom~ taxes ............

Net Income .....................

l’ereentnge ln¢~ease/(Deerease)

I~.~ I~.~ I~.~ 13.1% 93%

2.~ 2.05 Z03 12.7 10.8

10.~ ~0.69 10.55 13.~ 11.2

9.75 9,83 9.4I 12.2 t4.5

0.~ 0.09 o.t3 06.9) (28.5)

-- 0.05 0.06 (94.9) (7.4)

(o.o~) (o.o~) (o.oz) (0.7) 26.9
O.ll 0.o9 0.09 34.0 7.8

2.97 2.78 2.99 20.9 1.8

1.1o t.05 1.15 18.5 (0.2___)

1.87% 1.73% 1.84% 22.4% 3.0%

(a) Defined as net sales less merchandise co~ts.

Comparison efl~isca12004 (52 weeks) and glsea12003 (52 weeks):
(dollars in thousand& except earnings per share)

Net lncome
Net income f~r fiscal 2004 in,teased 22.4% to $882,393, or $1,85 per diluted share, from $721,000, or

$ t ,53 per diluted share dm’ing ftscal year 2003.

Net ~ales
Net sales increased 13.l% m $47,145,712 in ~ 2~ ~m $41,~,6~ in fi~ 2003. Approx~ly

78% ~ ~ in~e w~ due to an ~ ~ comp~l~ ~house ~les, ~ is ~s in w~hou~ ~n fo~ at
~t a ~. ~ ~c¢ ~ ~� ~c~ ~ duo to ~e~g ~ new w~o~ dung fisc~ ~ and a net of
23 new w~as~ (29 o~d, 6 closed) dung fi~ ~3. a po~oa of w~ch is not ~clu~ ~ ~able
w~ s~. Net s~ we~ r~u~ by ~ ~plemenmfion of ~g ~sues Task Fo~ ~) Issue No.
~-I0, "Appficafion of ~sue No. 02-16, "A~g by a Costo~r ~l~d~g a R~slIer) for Ce~n C~id-
emfion R~eiv~ ~om a Veer," ~ R~llcrs m Salm In~fivcs ~¢~ m ~em by Man~ct~,"
wh~h w~ vff~fivv ~ ~ ~gi~ of t~e Comp~y’s fi~ 2~ ~d qumer. ~ ~10, which pd~fily
~ ~ Cam~y’s vendor coupon ~s, ~uccs net sfl~ ~d ~rc~sc ~sts by ~ equfl mo~t
~d d~ n~ ~t thv Comp~y’s ~ida~ ~o~ ~ or net income. Had E~ 03-10 ~n in effect f~
~� compmble p~fiods in ~ ~03, ~e ~et sties ine~e~ ~ fmv~ 2~ w~ld ha~ ~n 13.8%. (S~ Re-
cently ~ssu~ Accoun~g ~no~cnts, ~ 0~1~)

For fi~t 2~4, comp~bl~ ~ in~d I0~ ~om fiscfl 2~3. Had EI~ ~-10 been in eff~t for ~e
~]v p~fi~ ~ fisc~ ~3, th~ compmble s~ ~creasc for ~ 2~ wo~d have b~n 11%.
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Ch~gr.s in prices of m0rehandiso did not matexially affect the sales increases, with the exception of gaso-
line, whom price increases accounted for a sales ilmreas~ of approximately 70 basis points. In addition, due to
weaker U.$. dollar throughout ~seal 2004 as compared to fiscal 2003, translation of foreign sales into U.S.
lars conh’ibuted to th~ inc~e in sales, accounting for a comparable sales increase of approximately 190 basis
points y~ar-ovcr-yeat. Sales wer~ also positivdy impacted by the supermarket stcikes in Southern California dur-
ing the first half of the Company’s fiscal year. The positive impact to sales for the ~ntire fiscal year was
mated to be 35 to 50 basis poin~

Membership Fees

Membership fees increased 12.7% to $961.280, or 2,04% of net sales, in fiscal 2004 from $852,853, or
2.05% of net salos, in fiscal 2003. This increase was primarily duo to additional membe~hip sign-ups at the 20
new warehomea opened in fiscal 9.tiff4: increased iz~netration of the Company’s Executive membership, includ-
ing the toIIout of the tn~grara into Omada, which began in the first quarter of fiscal 2004; and high overall
member renewal rates consistent with recent years, currently at 86%.

Gross Margin

Gross margin increased 13A% to $5,053,696, or 10.72% of net sales, in fiscal 2004 from $4,457,316, or
10.69% of net sales, in fiscal 2003. The three basis point increase, as a percent of net sales, reflected a 14 basis
point increase in gross margin in the Company’s merchandise departments, helped by strong year-over-year gross
margin gains in the Company’s ancillary business operations, particularly gasoline and pharma~. Year-over-
year gross margin, as a percentage of net sales, was also positively impacted by the implementation of EITF 03-
10, whereby net sales and merchandise costs vmre reduced, resulting in an eight basis point increase. The year-
over-year gross margin percentage was reduceA by 12 basis points dan to the increased rewards related to the
Executive Mtmdx~hip Two-Percent Reward Program, resulting f:mm an increase in the penetration of the
Executive Member program.

The gross margin figures reflect accounting for most U.S. melcl~andise inventories on the last-in, tint-out
(LIFO) nmthod. Fiscal ~004 included a $6,090 LIFO chm,ge (incresse in merchandise costs), while fiscal 2003
included a $19,650 L1F0 c~lit (reduction in memhandise costs). The impact of the LIFO adjustment on a year-
over-year basis negatively impacted margin by an additional six basis points. If all inventories had been valued
using the first-lib fftrst-out (FIFO) method, inventories woutd have been lower by $13,410 a~d $19,500 at August
29, 2004 and August 31,2003, respectively.

Selling, General andAdministratiw F-r~enS~S

Soiling, gtmoral and administrative (SG&A) expenses as a percent of net sales de.encased to 9.75% during
fiscal 2004 from 9.83% during fiscal 2003. Had EITF 03-I0 been in effect in fiscal 2003, SG&A expenses as a
pexcent to n~ sales wotlld have shown additional improvement of seven basis points in fiscal

For fiscal 2004, warehouse and central operating costs positively impacted SG&A comparisons year-over-
year by approximately 21 basis points, primarily due to increased expense leverage of warehouse payroll, bene-
fits (primarily health care), utility and workers’ compensation costs, During the latter half of fiscal 2004, the
Company implemented changes to its employee healthcare plans that reduced its overall hsalthcaro costs, llrimar-
ily in the fomth quarter, aRtis improvement was partially offset by the seven basis point increase resulting from
the adoption of EITF 03-10, a two basis point increase in expsnse related to the estabfishment of additional in-
suran~e liabilities msuldng from financial difficulties b~ing exptaien~d by one of tim Company’s thkd-party
imurance providers, and an increas~ i~ mock-based COlnpelxqation costs following the Company’s prospectiv0
adoption of Statement of Financial Accounting Standards (SFAS) Nn. 123, "Ac~amnting-for Stock Based
Compensation," during fiscal 2003. of four basis points.
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Preopening Expenses

Preopening expenses totaled $30,4~1, or 0.0/% of net sales, tiuring fiscal 2004 comtnm:d to $36,643, or
0.09% of net sales, daring fiscnl 2003. This red~cfion was due to fewer warehouse openings. During fkscal 2004,
t~e Company opened 20 new warehouses comp~l to 29 new warehouses (including 5 relgcatlons) during fiscal
2003. Pre-op~ning ~p~ns~s also includ~ costs related to remodels end ~xpanded ancillary operations at existing
warehouses.

Provision for Impaired Assets and C~oMng Costs, net

The net provision for imi~i~d assets and closing costs was $1,000 in fiscal 2004, compared to $19,500 in
fiscal 2003. The provision includes costs related to impairment of long-lived assets, future lease obligations of
wa~houses that have been relocated to new facilities, and losses or gains ~esulling from the sale of real property.
The p~ovision for fiscal 200~ included charges of $16fi48 for warehouse cIosing e:~penses that were offset by
gains of $15,548 on the sale of real property. The provision for fiscal 2003 inclu~d charges of $11,836 for
warehouse clo~ing expense, s, $4,697 for impairment of long-lived assets and $2,967 for net losses on the sale of
real prolmrty. At August 29, 2004, the reserve for waxehouse closing costs was $10,367, of which $9,184 related
to fut~n~ lease obfigations. This compares to a reserve for warehouse dosing costs of $8,609 at August 31, 2003.
of which $7,833 related to future lease obligations.

Interest Expense

Interest expense totaled $36,651 in fiscal 2004, compared to $36,920 in fiscal 2003. Interest expense i~ both
fiscal 2004 and 2~03 includes interest on the 3V~% Zero Coupon Notes, 71/s% and 5~2% Senior Holes and on
balances outstanding under the Company’s bank credit facilities and promissory notes_ The decrease was primar-
ily a ~esult of lhe Company’s ~educlion in short-term borrowings, principally related ~o i~s resign subsidiaries.
This decrease was substantially offset by increases in interest rates on the Senior Not~s duv to inte~st rate swap
agreements converting the intarest rate from fixed to floating.

Interest Income and Other

Interest income and oth~r totaled $51,627 in fiscal 2004, compared to $38,525 in fiscal 20~3. Tim incx~asc
primar~y r�flects greater interest ~xr~d on ~igher cash and cash equivalents balances and short-term invest-
ment~, In addition, a ~duction in tim exp~nse to record minority interest in the earnings of foreign subsidiaries
was r~o~l in fiscal 2004 as the Company increased its ownership in Costco Wholesale UK Limited to

Provision for Income Taxes

The effective in~orn~ tax rote on eamings was 37% in fiscal 2004 and 37.75% in fiscal 2003, The decrease
in the effectlv~ income tax rat, ix prlmaxily attributshle to lower statutory ineorae tax rates for foreign operations
and on¢-tinm b~n~fits associateA with certain tax planning strategies.

Comparison of Hseal 2003 (5~ weeks) and lr~scai 2002 ($2 weeks):
(dollars in tho~rsands, except earnings I~er share)

Net Income

Net incomz for fiscal 2003 increased 3.0% to $721,000, o~ $1.53 per diluted share, from $699,983, or $1.48
per diluted sham during fiscal year 2002.

Net 8ales

Net sales increa,~:d 9.7% to $~1,692,699 in fiscal 2003 from $37,993,093 in fiscal 2~02. Ap~roximatzly
55% of th~ increase was due to an incr~as~ in comparable warehouse sales, that is sales in warehouses open for al
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least a year, and approximately 45% of the increase was du~ to opening s net of 23 a~w warehouses (29 opened,
6 clo~ed) during fiscal 2003 and a net of 29 new warehouses (35 opened, 6 closed) during lineal 2002, a posen
of which i.s no~ included in comparable warehouse sales. With ~he exception of price increases in gasollne, which
accounted for a comparable sales increase of approximatvly 70 basis points, chang~ in prices of merchandise did
not materially contribute to sales i~m~es. In addition, due to the weake~ U.S. dollar in fiscal 2003 as compared
to Kscal 2002, translation of foreign sales into U.$. dollars contdlmted to the in~asv in sales, accounting for a
comparable sal~s increase of approximatdy one percent year-ov~r-year. Comparable sal~s increased at a five
percent annual ramin fiscal 2003 compared to a six perce~t m~nual ram dur~g fiscal 2002.

Membership fees increased I0.8% m $852,853, or 2.05% of ~et sales, in fiscal 2003 from $769,406, or
2.03% of net ~ales, in fiscal 2002. This increase was primarily due to additional membership ~ign-upa at the 23
net new warehouses opmaea in fi~tl ~03, and itaereased Penetration of the Company’s Execnfivv Membership.
Overall, membvr renewal rat~ remained consistent with the ]prior year, cur~ntly a~ 86%.

Gro~s Margin

Gross margin (deEmed as net sales minus merehaodise costs) increased 11.2% to ,$4,457,316, or 10.69% of
net sales, in fiscal 2003 from $4,009,972, or 10.55% of net ~des, in ~a12002. The increase in gross margin as a
percentage of net sal~s reflects merchandise gross margin improvement within the Company’s ancilI~3, ware-
honse businesses and internatianal operations aeco~mting for increases of 15 and eight basis points, respectively.
Additionally, inc~s~d rewards relamd to the E~ecutive Membership Two-Percent Reward Program recluced
gross margin by seven basis points. The gross margin figures reflect accounting for most U.S. merchandise in-
ventories on the last-in, flint-out (LIFO) metl~d. The effect of the LIFO adjusnnent for fiscal 2(D3 was to in-
crease gross margin by $19,650, compared to a gross margin increase of $13,500 in fiscal 2002. If all inventories
had been valued using the first-in, first-out (FIFO) method, inventories would have been lower by $19,500 at
August 31, 2003 and higher by $150 at September 1, 2002.

Sell[ngo General and Administrative Expenses

Selling, general and administrative expenses as a percent of net sale~ increased to 9.83% during fiscal 2003
from 9.41% during fi~..al 2002. The increase in selling, general and administrative expenses as a percent of net
sales was InSmarily due to inczeases in employee he~Ithcare, workers’ compensation (primarily in the state of
California) and salary costs within the Company’s domestic operations. International expenses also inereasexl,
aceounling for approximately seven b~i~ points of the 42 bas~s peint~ year-over-year inc~e,ase.

Preopen~ng Expenses

Prcopening expenses totaled $36,643, or 0.~Y:)% of net sale~, during F~l 2003, compared to $51,257, or
0.13% of ~et sales, during fiscal 2002. During fis~l 2003. the Company opened 29 new warehouses (including
five relocatiom) compared to 35 new warehouses (including six relocations) during fi~al 20U2. Pxe,-opening
expenses also i~clude costs related to remodels and expanded ancillary operations at existing warehonses.

ProviMon for Impaired A~xct~ and Clo~ing Co~ts, nat

The net provision for impaired assets and closing costs was $19~00 in fiscat 2003 compared to $21,050 in
fiscal 2002. The pzovision incindes costs ~l~t~d to impairment of long-llved assets, future lease obllgationn ~f
warehouses that have been relocated to new facilities and any losses or gains resulting ~rom the sale of real prop-
erty. The provision for fiscal 2003 included charges of $11,836 for warehouse dosing expenses. $4,697 fo~ im-
pairme]at of long-lived assets and $2,967 for net losses on the sale of real property. The fiscal 2002 provision
included charges of $13,683 for warehouse closing expenses and $7,765 for Canadian adminiswat~ve reorganirza-
tion, which were offset by $398 of net gains on the sale of teal propeay. At August 31, 20433 the reserve for
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warehouse closing costs wa~ $8,609, of which $7,833 related to future lease obligations. This compares to a m-
serve for warehouse dosing costs of $11,845 at S~ptemb~r 1, 2002, of which $]0,395 related to fature lesso
obligations.

Interest F~ense

Intez~est expense totaled $36,920 in fLScal 2003, compared to $29,096 in fiscal 2002. Interest expense in fis-
c~ 20ff3 includes interest on the 3 ~/z% Zero Coupon Notes, 7Vs% and 5 V2To ~enior Not~s and on baIances out-
standing under the Company’s bank credit facilities and promissory notes. The incr~as~ is primarily relatc.d to the
reduction in int~est capitalized related t~ warehouse construction, as the overall cost of pxojects under con-
stmction was lower than in fiscal 2002. The increase was also atlrihutut to th¢ Company’s issuance of $300,000
5 V2% Serdor Notes in March 2002, which were simultaneously swapped to a floating interest rate. This incrca~
was partially ol~et by an interest rate reduction in th~ Company’s $300,000 7 V~% Seniox Notes, resulting from
interest rate swap agreements ent~’ed into effective Novemb~" 13.2001, convcating the interest rate from fixed to
floating, and to the fact that the Company had little intm’cst expense related to borrowings under its commercial
paper program in fia:.al 2003.

Interest Income and Other

Interest income and other totaled $38,525 in fiscal 7XI03, comlmred to $35,745 ha fiscal 2002. The into’ease
primarily ~:eflects greater interest earned on higher cash and cash equivalents balances on hand throughout fiscal
2003, as compared to fiscal 2002, which was partially offset by an in,tease in the expense to zecord the minority
interest in earnings of foreign subsidiaries.

Provi~ion for Im¢ome Taxes

The e~fccfive income tax rate on earnings was 37.75% in fiscal 2003 and 38-50% in fiscal 2002. The
crease in Ibe effective income tax rate, year-over-year, is primarily a~-ibutsble to lower st~totory income tax
rat~s for foreign operations.

Liquidity and Capital Resources (dollars in thousands, except per share amounts)

Flaws

Cash flow generated from warehouse operations provides a sigtfifieant source of liquidity. Net cash l~o-
vided by operating a=tlviti~ totaleM $2,098,783 in fiscal 2004 compared to $1,507,208 in fiscal 2003. Tim in-
crease of $591,575 is primarily a result of an increase in the change in receivables, other current as~ts, d~fcxred
interne and accrued and othex curr~nt liabilities of $507,860, due [nimarily to ~he collection of an operating tax
receivable and incre.ases in ~e workers’ compensation accrual, income taxes payable, executive nu~nber~hip
two-percent reward accrual and dofexm.d membership income in fiscal 2004 compared to fL~cal 2003. In addition,
the ~crcas~ io net income of $161,393 eo~’buted to the increa~ in cash provided by opcra~ng aaivifi~.

Th~ primary investing activity continues to be the purchase of property end eq~pment and th~ cOnsimctioa
of facilities mhted to ti~ Company’s waw~hottso expansion and ~model project~. Net cash used in investing
aelivities totaled $1,048,481 in f~cal 2004 compaxed to $790,588 in fiscal 2003, an increase of $257,893. Th~
increase in investing activities pfima~y ~]ates t~ net purchases of short-term investments of $303,945 and
purchase of the ~emaining 20% minority int,-eat in Costco Wholesal~ UK Limited of $95,153. which was pa~ti-
ally offset by a reduction in the acquisition of prop~’y and equipment and the consWacfion of facilities fr~r new
and remodeled war¢houses of $1~5,045 (from ~10,665 to $705.620) I~:weea fiscal 2003 and fiscal 2004, as
new w~use openings decreased year-over-year fxom 29 (including five relwated wavehomes) in fiscal
to 20 in fi.,cal 2004.

Net cash provided by financing activities toluied $209,569 in fiscal 2004 compared te net cash used ~
$1,428 in fiscal 2003. The increase of $210,997 primarily resulted from an increase in bank checks outstanding
of $243,890 and th~ increas~ in pwct~Is rt~iv~ from th~ ~z~rcis~ of ~tock options of $90.077, which w~r~ off-
set by the payment of cash dividends in fiscal 2004 of $92,137 and from the reduction in the issuane~ of long-
tvxm deb[ of $59,424 in fiscal 2003 to no additional issuances of long-te.rm debt in th~ cunent fiscal year.
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DivMenda

CosWo’s Board of ~tors de.cla~e~ two quarterly cash divlde,,ds of $0.10 per ~hare in fiscal :2004. The
fi~st quarterly cash di,ddend of $0.~0 p~r share, in th~ amount of $45,939, was paid ]day 31, 2004 to ~hare, hold~rs
of mcoM at ~ho ~1o~ of busine~ on May 10, 2004. The second quarterly cash dividend of $0.10 per share, in the-
amount of $46,198, was paid August 27, 2004, to shareholders of record at the close of business on July 23,
2004.

Contractual ObIigaao~

The Company’s commitment to mak~ future payments uader contractual obligations was as follows, as o~
August 29, 2004.

339.~1 $3~.6~2 $ 62.081 $ 918~39(2)
1351 1,117 1,1t5 1,7~

110,616 212,734 1~,401 1,~1,027
3,153,1~ - 356,629 ~ ~

213,823 16,556 - 1.833. --
476 594 418 4,747

$3,818.964 $924,262 $255,848 $1,985379

(1) Amount~ include contractual interest lmyments.

(2) The amount inelude~ interest aecreted to mattrity for the Company’s Zero Coupon 3 V~% Convemq31e Sub-
ordinated Notes due August 2017, totaling $851,648. The consolidat~ balane~ ~aeet as of August 29, 2004
reflects a balance outstanding o:[ $543,025.

O) Operating lease obligations have been md-aced by $148,339 to reflect sub-lease income.

(4) Includes open merchandise pamhase ordels at fiscal year end, including those supported by 1,tters of credit.

(5) The amounts presented above as pmchase obligations include an analysis of all known contracts with the
exception of minor out.raced services aegotiated at the i~. dividual warehouse l~ve] that ar~ not significant
and getmrally contain clauses aRowing for cancealalion without significtmt peaalty,

(6) Primarily consists of asset retirement obligations.

F~xpanMon Plans

Costco’s primary requirement for capital is the financing of the land. building and equipment ~st, for new
warehouses plus the eosts of initial warehouse opm’atiom and working capital reqtfirement~, as "v/ell’a.s additio .l~l
capital for international expansion.

While there can be no assurance that current expectations ~ he realized, and plans are ~lbjeet.to change
upon timber review, it is management’s current ime~tion to spend approximately $901),000 to $1,000,000 dm’~g
tiscal 2005 in the United States and Canada for real estate, construction, remodeling and equipment for warn-
house clubs and related operations; and approximately $100,000 to $150,000 for international 6xpamiorb includ-
ing the United Kingdom, Asia, Mexico and other potential venturea. These expenditures are expected to be
financed with a combination of cash provided frtma operations and the use of cash and cash equivalents and
short-term investments.

Expansion plan~ for the United States and Canad~ during fiscal 2005 are to Ol:mn approximately 30 new
warehouse dabs inclusiw of seven relecafiuns to 1argot and bctterqocated warehouses. Tn~ Company expects to
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continue its review of expansion plans in its international opcratio~ including the United Kingdom and Asia,
along with c~.h~r inteanational markets. At present, the Company is planning to ot~n two additional warehouses
in th~ U.K and one additional warehouse in both the Taiwan and ~apan markets during fi~za] 2005. Co,tee and it~
Mcxlco-based ~olnt ventm~ partner, Conlroladonl Com~ial Mcxicana, each own a 50% in~eres~ in Co~tco Mex-
ico. Costeo Mexico plans to open two to thr~ new warehouse ~lubs during fiscal 2005.

On Ootober 3, 2003, the Company acquired f~an Oarefout Nedexland B.V. its 20% equity interest in
Costco Wlxolesale UK Limited fo~ cash of $95,153, bringing Costco’s owne~hip in Costco Whol¢~l~ UK Lira-
Red to 100%.

Credit Facilisi~ and Commercial Paper Prosrams (all amounts stated in thousands of US dollars)

The Company has a $500,000 commercial papex program suppoxted by a $300,000 bank credit facility with
a group of ten banks, of which $150,000 e~ired on Novvmbcr 9, 2004 and $150,000 expires on Novemb~ 15,
2005. At August 29, 200~ no amounts were outstanding under the commercial paper program and no amounts
wozo outstanding und~ the �~dit fa~-ility. The Company l~eSently does not plan to ~ew the $150,000 portion
of the credit facility that expired on November 9, 2004.

A wholly-owned Canadian subsidiary has a $152,000 commexeidi paper Fmgram supported by a $46~000
bank credit facility with a Canadian bank, that is guaranteed by the Cnmpany and expires in Mar~h 2005. At
August 29, 2034, no amounts we~ outstanding under the Canadian commercial paper program or the bank c~tit
facility.

The Company has agreed re limit the combined amount outstanding ~mder the U.S. and Canadian ¢ommef-
ciaI paper programs to the combined amounts of the supporting bank credit facilities, which are $346,000 at
August 29, 2004, decreased to $196,000 on November 9, 2004.

The Company’s wholly-owned Japanese subsidiary has a short-mun $27,~00 bank line of credit that origi-
nally expired in November 2004. Subsequent to the Company’s fiscal year end, the bank line of ca~dit was
tended through February 10, 2005. At Augllst 29, 2004, no ~unts were outstanding undex the line of credit.

The Company’s Korean subsidiaw has a short-term $10,400 bank line of credit, which expires in 1annary
2005. At August 29, 2004, no amounts wc~e outstanding under th~ line of credit.

The Company’s whoIly-owned UK subsidiary has a $108,000 bank revolving credit facility exphing in Feb-
runty 2007 and a $63,000 bank overdraft facility ~newable on a yearly basis in Maroh. At August 29, 2004,
$21.595 was outstanding und~ the revolving credit facility with an applicable interest rate of &285% and no
amounts were oulstanding under the bank ovexdmR facility.

letters o$ Cre~t
The Company has letter of c~edit facilities (f~r comm~ial and standby leuers of credit), totaling approx-

imately $338,000. The outstanding commitments under these facilities at August 29, 2004 totaled approxlma~cly
$166,800, including approximately $52,90~in s~-atby letters of credit.

Finan~-ing Activities

The Company’s 7Vs% Senior Notes of $304,350 at August 29, 2004 are du~ on June 15, 2005. The Com-
pany plans to repay 1he 7 Vs% Sonioz Notes from its cash and cash ~luivalants and short-term invesunent balan-

which tmaled $3,129,882 at August 29, 2004.

In April 2003,11~ Company’s wholly-ownexl Japan~e suhsi~axy issued promissory no~ Ix~ing inter~t at
0.92% in the agg~gatv amount of approximamly $36,576, flmmgh a ladvate placement. Interest is payablv semi-
annually and prlncipal is dueon April 26, 2010.
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In No:,¢mb~r 2002, the Company’s wholly-owned lapane.se ~ubsidiary issued promissory notes beating
- imerest at 0.88% in th~ ag~,egate amount of approximately $27,432, tlmmgh a private placement. Inter~t ~S
payable seml-annually and principal is due on November 7, 2009. The Company gnarant~es fll of the promissory
notes issued by its wholly-owned Japanese subsidiary.

In March 2002, the Company issued $300,000 of 5 V2% Senior Notes due March 15, 2007. Interest is pay-
able semi-armaaLly. Simultaneous with the issuane.e of the Senior Notes, the Company entered into interest rate
swap agre.cments converting the interest 2K~om fixed to floating.

In February 1996, the Company filed with the Securities and Exchange Commission a shelf registration
statement for $500,000 of senior debt securities. On October 23, 2001, additional debt securiti0s of $100,000
were registered. The $300,000 of 5V2% Senior Notes issued in Maxch 2002 zedueed the amount of registered
securities available for future issuance to $300,000.

Derivatives

The Company has limited involvement with dezivativv financial instruments and uses them only m manage
well-defined interest rate and foreign exchange risks. Forward foreign exchange contracts are used to hedge the
impact of fluctuations of foreign exchange on inventory pureYmses and typically have very short terms. The ag-
grcgam amount of foreign exchange conmmts outstanding at August 29, 2004 was not material. The only sig-
nificant derivatlve instruments the Company holds are interest ~ate swaps, which the Company uses to manage
the interest rate risk associat~l with ira borrowings and to manage the Company’s mix of fixed-rate and variable-
rate debt. As crf August 29, 20~4, th~ Company had "fixed-te-floating" interest rate swaps with an aggregate no-
tional amount of $600,000 and an aggrega~ fair value of $25,754, which is recorded in other assets on the
Company’s consolidated balance sheet_ These swaps were entered into offectlvo November 13, 2001, and March
25, 2002, and am designated and qualify as fair value hedges of the Company’s $300.000 7 Ys% Senior Note~

- and the Company’s $300,000 5 !/2% Senior Notes, re~ectiveay. As the terms of th8 swaps match those of the
’ underlying hedged debt, the changes in the fair value of these swaps are offset by corre~onding ehange.s in the
carrying amount of the hedged debt and result in no net earnings impact.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements that have had or are reasonably likely to have a
material current or future effect on th~ Company’s financial condition or consolidated financial stat0ments.

Stock Repurclu~�: Program

On Novembex 30, 2001, the Company’s Board of Directors approved a stock repurchase program, authoriz-
ing th8 repumhase of up to $500,000 of Costco Common Stock through November 30, 2004. Under the program,
the Company could repmr~hase shares at any tim~ in the open raarket or in private transactions as market con-
ditions warrant. The repurchascd shares would constitute authorized, but non-issued shares and would be used for
general corporate purposes, inoluding stock option grants under stock option p~grams. On October 25, 2004, the
Board of Dire, ct~m ~¢newed tl~ program for another three years. To date, no shares have been repurchased tmdex
either program.

Critical Accounting Policies

The px~paration o~ the Company’s financiid statements requires that management make estimates and
judgments that affect the financial position and results of operations. Management continues to review its
co~mting policies and evaluate its estimates, including those related to revenue ~’ccognition, merchandise in-
ventory, impairment of Iong-lived assets and warehous~ closing costs and insurancedsclf-insurance liabilities. The
Company bases its estimates on historical rxpcrience and on other assumptions that management believes to b~
reasonable under the present circumstances.
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Revenue Recognition

The Company recogn~z~ sales, net of estimated retm-ns, at the time customem take possession of merchan-
dise or receive services. When the Company collects payment from customers prior to the Iransfer of ownership
of merchandise or the pcdormance of servic.,~, the amount xeccived is r~ordcd a~ d~fcrred ~ve.nuc on t~ con-
solidated balance sheets until the ~ or service is completed. The Company provides for estimated sales [eturn~
based on historical returns levels.

Merchandise Inventories

Merchandise inventories are valued at tho lower of cost or market as determined primarily by the retail
method of accounting and are stated using the last-in, first-out (LIFO) method for substantially all U.S. merchan-
dise inventories. Merchandise inventories for all foreign operations are primarily valued by the xetail meihod of
accounting, and are stated using the fLrst-in, first-out ff~O) method. The Company I~liev~ the LIFO method
more fairly presents the ~sults of operations by more Closely matching curxent costs with cttu~nt rewnues. The
Company records an adjuslraent each quarter, ff necessary, for the exl~cted annual effect of ~flation, and these
estimates are adjusted to actual xesults determined at year-cad. The Company considers in its calculation of th~
LIFO cost the estimated net realizable value of inventory in those inventory pools where deflation exists and re-
cords a write down. of inventory where estimated net realizable value is less than LIFO inventory.

The Company provides for estimated inventory losses between physical inventory counts on the basis of a
percentage of sales. The provision is adjusted periodically to ~tle~t ~e tread of the actual physical invento~
count results, which generally occur in the second and fourth ~scal quarters.

~nventory cost, where appropriate, is reduced by estimates o~ vendor rebates when earned or as th~ Com-
pany progresses towants eamlng those rebates provided they arc probable and reasonably ~timable~ Other
consideration received from vendors is generally zecorded as a reduction of merchandise costs upon completion
of contractual milestones, terms of agreement, or other systematic and rational approach.

Impairment of long-lived assets rout warehouse closin~ costs

The Company periodically evaluat~ its long-lived assets f~r’"mdicators of impairraent. Management’s judg-
ments are based on market and operational conditions at the present time. Future events could caus~ management
to conclude that impairment factors exist, requiring an adjustment of th~se assets to their then-curr~nt fair market
value,

The Company provides estimates for warehouse closing costs when it is appropriate to do so based on the
¯ applicable accounting principles generally accepted in the United States. Furze circumstances may result in the
Company’s actual futur~ dosing ~osts or the amount rccognize~l upon the sale of the property to differ sub-
stantlally from the original estimates.

lrtsurance/Self lnsurance Liabiliu’es

The Company uses a combination of insurance and self-insurance mechanisms to provide for the potential
liabilities for workers’ compcnsafi.on, general liability, prope~ insurance, dixnctor and officers’ liability, vel~cle
liability and employee health caze benefits. Liabilities associated with the risks that ar~ r~tained by the Company
are not discounted and axe estimated, in par’t, by considering historical claims experience and outside expertise,
demographic factors, severity factors and nther actuarial assumplioas. The estimated accruals for these liabilities
could be signifizantly affected if futt~r~ occurrences and claims differ ~om these assumptions and historical
trends.

Recent Accounting Pronottncements

In March 2004, the Financial Accounting Standards Board’s (FASB) Emerging Issues Task Force (E1TF)
reached a consensus on EITF ~ssue No. 03-1, "The Meaning of Other-Than-Temporary Impairment and Its
AppLication to Certain Investments." (EITF 03-1). Th~ guidanc~ pr~scnbes a threz-step model for determining
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whether an inves~nent is other-than-tomporarily impaired and requires dlsclosures about unrealized losses on
investments. The accounting guidance is effective for reporting periods beginning v2"ter Jnne 15, 2004, while the
disclosure requirements are effeotive for annual reporting periods ending after lune 15, 2004. In September 2004.
th~ FASB issued FASB Staff Position EITF 03-1-1, "Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1
’The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Invest~nents," (FSP
03-01-1). FSP EITF 03-1-I delays the effective date ~’or the mo=urement and recognition guidance con~xted in
paragraphs 10-20 of EITF Issue 03-01. During the period of the delay. I~SP EITF 03-1-1 states that companies
should continue to apply relevant "other-than-temporary" guidancm. The adoption of EITF 03-1, cotcludlng para-
lp~iffis 10-20, did not impact the Company’s consoiidated financial statements. The Company will assess the
impact of paragraphs 10-20 of EITF 03-I once the guidance has been finalized.

Ia December 7.003, the FAS:B issued Inteqn-etafion No. 46 (revised Decernbex 2003), "’Consolidation of
Variable Interest Entiti~" (Ffiq 46R), w~h addresses how a bmine~ extterprlse should ovMuat~ whether it has a
controlling finatmial interest in an entity throttgh means other than voting fights and accordingly should con-
solidate the entity. In general, a variablo intm~t entity is a coltmmtion, partnership, trust, or any other legal
stmettwe a~! for business purposes that either does not have ~juity investors with voting tights or has equRy
investors that du net p[ovidv sufficient financial msccwces for the entity to support its activities. FIN 4611 requires
a variable interest entity to be ¢oasclldated by a company if that company is subject to a majority o£ the risk of
loss from the variable interest entity’s activities or entitled to receive a majority of the entity’s residual returns or
both. HN 46R replaces FASB Int~mtation No. 46, ’~onsolldatioa of Variable Interest Entities." which was
issued in January 2003 and revised the implementation date to the F~’st fiscal period ending after Match 15, 2004,
with the vxt:eption of special purpose entities. The adoption of this interpretation did not have a material impact
on the Company’s consolidated fmax~ial ,tatements.

In November 2003, the EITF reached consen~u~ on Issue No. 03-10, "Appllcadon of Issue No. 02-16 by
Resellers to Sales Incentives Offered to Consumers by Manufacturers," with respect to determining ff consid-
et-atioa received by a re~eller from a vendor that is reimbursed by the vendor for honoring th~ vendcx’s sale in-
certtives offered directly to consumers shpuld be recorded as a reduction in sales. These roles apply to
transactioas entered into by consamem in final periods beginning after November 25, 2003 and, therefore, apply
to such transactions ~tarting with the Company’s fiscal third q~artex of 2004, which began February 16, 2004.
T~he adoption of ErlY 03-10 did not affect the Company’s consolidated gloss profit or net income, but did result
in a reduction of both net sales and merckandise costs by an equal amount. For fiscal 2004, net sal~ and
mvrehandi~ costs hero been ~educed by $334,065. Had the Company’, comparable p,riods in fi~cal 2003 and
2002 been reported under EITF 03-10 guidance, the sales and co~t of sales would have been reduced by $282,288
and $248,155, respectively.

Lq November 2002, ~he EIqT reached cons~sus on c~ issu= ~us~d ~ Issue No. ~-16, "~�o~gng
by a C~to~ ~cl~ng a R~e~er) f~ Ce~ C~demfi~ Receiv~ from a Vendor," ~ ~ ~ d~
te~g how a re~ shoed c~m~e cmm~afion ~ei~ ~om a wn~r ~d when to ~ md
how to me~ &~ ~mide~on ~ i~ ~co~ ~a~m~t. ~men~ ~ ~iz~g volum~ba~ ~es
~ e~five for ~ements ent~ in~ ~ m~ ~ Novemb~ 21, 20~ ~d r~rs wl~ o~ $uppfier
pe~ ~d gen~ apply ~e new ml~ ~ely for a~emen~ ent~d ~to or mo~ed ~ De-
~b~ 31, 2~. ~e adopfim of ~s co~e~ by ~e Comfy ~ fi~ ~3 did not have a si~t ~pact
on ~e Co~y ~ ~ ~nu~ basi~ but ~t~ ~ a e~ge in ~e ~ng f~ ~ ~o~ition of so~ van~r ~-
low~ for ~ 8~menm ~d into su~uent to D~m~r 31, ~ ~ ,xtends the ~o~on ~.
R~e heyond ~at w~ch w~ in effect f~ ~ c~uac~ ente~d ~to ~ m D~m~r 3I, ~, ~vt ~
for fisc~ 2~ was ~gafiwly im~c~d by a~o~m~ly $2.808 (~tVl-t~) due to ~e adop~on of~ ~-16.

Quantitative and Qualitative Disclosures About Market Risk

The Company is exposM to financial mafleet ri~k msulting from changes in inter~t and foreign currency
rates. As a policy, the Company does not engage in speculative or levemgcd transactions, nor hold or isle
financial instluments for wading purposes.
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~ nature and am0ant of the Company’s long and short-term debt can be expected to vmy as a xe.suit of
futare business requirements, market conditiom and other fa~toxs. As of Augast 29, 2004, the Compmry’s fixed
late long-term debt includes its $gSl,64g principal amount at maturity Zero Coupon Subordinated ~Iotea and
additional notes and capital lease obligations totaling $130,551. The Company’s d~bt also includes $’300,000
7 Va% Senior Notes ~md $300,000 5 V2% ~enior Notes. The Company has entered into "fixed-to-floating" interest
rate swalm on the Senior Notes, effectively converting the.so fixed ~tea’est ~ate secmlties to variable rate
rifles. Fluctuations in int~re.st xates may affect the fair value of the fixed rate debt and may affect the interest ex-
pense r~lateA to the vmlable rate del~t.

Th~ Company hold~ interest-beating imtntment~ that ,xe citL,*ifled a~ ca~ and ~ eqttiva]ent~ ~ short-
term investments. Short-term investments generally have a matmity of thren montlx~ to five years from the pur-
chase date. Investments with maturities beyond o~- year may be classified ~s short-toxin based on their highly
li~tuid nature and because ~eh marketable s~urities represent the investment of cash that is available for current
operations. As the majority of thee instruments at* of a sho~t-term nature, if intex~t raten worn to increase or
de.tease immediately, there is no material ~isk of a valuation adjustment related to these instruments. Fo~ those
im-m~ments that am e]assiiitd a~ available f¢~ -~ale, tlm ~me.alized gains or losses related to fluctuations in intex-
e.st rate~ are reflected in other accumulated comprehensive income or ]ass. Based on the Company’s cash and
cash equivalents and short-term investments balances at August 29, 2004, a 100 basi~ point in~ or de~re~a~
in interest rates won]d result in an inczea~e or de,tease of approximately $27,0lX~ to intem~t income (pro-tax) on
an mmual basi~.

Mo~t f~iga currency tran~.-tions have beam conducted in local entropies, limiting the Company’s ex-
posure to changes in ctmmncy rates. TI~ Company periodically enters into short-term fo~ard foreign exchange
contracts to hedge the impact of fluctuatior~ i~ fore~ign currency rotes on in~entmy purchases. The fair value of
foreign exchange ¢ontm~ outstamling at August 29, 2004 wa~ not materinl to th~ Company’s results of ope.r-
atlom or it* finanoial po~ition.

�ontrols and Procedures

The Company carried out an evaluation as of August 29, 2004, reader the ~pervision and with th~ partic-
ipation of fit� Company’s management~ including the C~ief Executive Officer and Chief Financial Officer, of the
effeetlvene~ of the deb’ign and opexatien of its disclosure controls and proceduTe~ pursuant to Exe.himge Act Rule
13a~ 15(e) and l 5d- 15(e). Based upon that evaluation, the C"nief Extmntiw Officer and the Chief Financial Offie.~r
concluded that the Company’s disclosure controls and procedures are effective to timely alert ll~m to any
matezial information relating to the Company (including its consolidated subsidiaries) that must be included in
the Company’s pmiodi~ Securities and Exchange Commission filings. There have been no ~ignificant ~hangns in
the Company’s interred ~ntrols or in other factor~ that could significm3tly affect into.ms1 control~ subsequent to
their evaluation.

At the end of fiscal year 2005, S~tion 4(M. of the Sarbanes-Ordey Act will require management of the Com-
pany to provide in its aa.u~al lepox’t an asse,~sment of the offectivenot, s of the Company’8 internal control~ over
financial reporting and the Company’s independent public a~counfing firm wi]l be ~luked to attar to manage-
ment’s assessment. The Company h in the proce¢~ of performing the system and procea~ documentation, evalua-
tion and testing x~uired for manase~nent to make this ~essment and for the auditors to provid~ its attestation
r~port. The Company has not completed this process or its asse~ment, and this process will requLm significant
amounts of mat~agen’mnt time and resoureen. In the course of evaluation and reining, menagement may identify
deficiencies that will need to be addressed and remediated.

Subs~laent to fiscal year end the Company experienced some hasin~ int~pfi~ in its Florida
~ ~ ~ ~ge. Wi~ ~e ~on ~ o~e w~hou~e, w~ch do~ ~mbm 25, ~ ~d ~pen~
November 22, 20~, ~ o~ w~ho~s ~cm~ only ~nor d~ge ~ ~ ~pfion ~ ~ o~-
~om. Ov~, ~ Co~y ex~ ~ ~ l~s in ~e ~nge ~ $5,0~ m $7,0~ nm of ~an~ ~covefi~.
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CERTIFICATIONS

~ ~[ames D. Sinegal, certify that:

2)

~)

4)

5)

I have reviewext this annual report on Form IO~K of Costco Wholesale Corporation;

Based on my knowledge, this mmual r~x~rt does not contain any ~ s~nt of a ~te~ f~t ~ o~
to state a mated~ fa~ n~ to m~e ~e s~ ~dc, ~ fight of ~ c~c~ u~r w~ch
s~h ~at~cn~ ~ mad~ not ~sl~g ~ r~t to ~e ~fi~ cove~ ~ ~ ~u~ r~

Based on my knowledge, the financial sta~ments, and other finandal infer-marion included in this annual
repo~t, fairly presemt in all material rcspeots the fmanclal condition, ~�.sutts of operations and cash flows of
the r~glstrant as of, and for, the periods pr~ented in this atmtml r~port;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosur~
controls and procedures (as defined in Exchange Act Ru!cs 13a-IS(e) and 15d-15(e)) and internal control
over financial ~po~ting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

c)

Designed such disclosur~ controls and procedm’es, or caused such disclosure controls and procedures t~
b~ designed under our supervision, to ensure that material information relating to the registrant, inolud-
lag its consolidated subsidiaries, is made known to us by others within thos~ entities, particularly dur-
ing the period in which this repo~t is l~ing prepared;

Designed such internal ten.el over financial reporting, or caused such internal cou~rol over financial
reporting to be d~signed under our supervision, to provide xeasonable assurance regarding the rel~-
ability of financial rcpoxting and the preparation of financial statements for external puxposes in
accordance with generally accepted accounting principles; ".

Evaluated the offoztiveness of the registrant’s disolosur~ controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the p~od covered by this repart based en such evaluation; and

Disclosed in this rcpo~ any ohang,~ in the n~gistrant’s internal control over financial reporting that oc-
etm’ed during .the regis~rant’s fiscal 2004 fourth quarter that has matedatly affected, or is reasonably
likely to materially affect, the r~gistrant’s internal control over financial r~pordng; and

The rcglstrant’s other certifying officer and I have disclosed, based on our most recent evaluation of intexnal
control ov~r financial ~¢porting, to the registrant’s auditors and the audit committe~ of ~egistrant’s board of’
directors:

b)

AR significant deficicncirs and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to advorr, cly affect the rcgistrant’s ability to record,
process, summariz~ and report financial information; and

Any fraud, whether or not material, that involves management or other exnployees who have a sig-
nificant role in the rogistrant’s int~raal conl~ols over financial reporting.

James D. Sinegal
President, Chief Execufiw Officer

November 12, 2004
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CERTIFICATIONS

I, Richard A. Galanti, c~ffify that:

1)

2)

3)

5)

I have reviewed this annual ~cport on Form IO-K of Co~o Wholesale CorlXn’ation.

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
tu state a material fact nex, es~ary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

Ba.~! on my knowledge, the financial statements, and other financial infonnationiacluded in this annual
report, fairly prese~it in all material xes-pects the financial condition, results of operations and cash flows of
the regis~ant as of, and for, the periods plesented in this annual report;

The registrant’s oth,r certifying officer and I are ~e~ponsible for establL~hing and maiata~ng disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(~) and 15d-15(e)) and internal control
over financial ~porting (a~ defined in Exchange Act Rul~s 13a-15(f) and 15d-15(0) for tim registrant and
have:

l~signed such disclosure controls and procedures, or causeA such disclosure controls and procedures to
be designed under our supervision, to ensure that matea’ial information relating to the regislrant, includ-
ing its consolidated subsidiaries, is made known to us by otbers within thos~ entities, particularl~ dur-
ing the period in which this report is being prepared;

b) Designed such internal control over ~inancial z~porting, or caused such internal control over financial
repoltlng to be de, signed under our supervision, to provide reasonable assuranc, o regarding th~ reai-

. ability of finandal reporting and tl~ pleparation of financial statements for external purpose in
accordance with generally accepted accounting principles;

�) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and pmse.nted in this
’ report our conclusions about the effectiveness of the disclosure controls and procedu~s..as of th~ end
of the period covered by this report based on ~uch evaluation; and

d) Disclosed in this report any change in the r~gistrant’s interrml control over financial reporting that oc-
curred during the legistrant’s fiscal 2004 fourth quarter that has materially affected, or is reasonably
likely to materially affect, the ragistrant’s intemai control over financial reporting; and

The reglstrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registram’s board of
directors:

All significant doficiencie* and material wewdmessos in the design or operation of internal control ove~
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize Imd ~po~t financial infonxmtion; and

Any fraud, whether or not material, that involws management or other employees who have a sig-
hi.ant role in the registrant’ s internal controls over finar~al reporting.

Richard A. Galanil
Execmivc Vice President, Chief Pinancia] Officer

N0vomber 12, 2004
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Dtrectors and Sbareholders
Cos~’o Wholesale Corporafiom

We have audited the accompanying consolidated balance sheets of Costco Whole, sale Corporation and sub-
sial/arias as of August 29, 2004 and August 31, 2003 and the related consolidated statements of ~neome, s~ock-
holders’ equity and comprehensive iecome and cash flows for the 52 weeks ~nded August 29, 2004. August 31,
2003, and September I, 2002. These: consotidatecl financial statements are the respom~ibility of the Company’s.
managemenL Our mspousibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Ovenight
Board ([/nited States)¯ Those ~audards requir~ that we plan and per.form the audit to obtain xeasonabk: assurance
about whoth~ th~ consolidated financial statements am fr¢o of material misstatement. Aa audit includes examin-
ing, on a test basis, evidence suppon’ing the amom~ts and disclosures in the consdidated fina~clal statements. An
audit also includes assessing ti~ accounting pdnciplag used and significant estimates made by management, as
well as evaluating the overall consdidated financial statemcmt pres~ntafiom We bdieve that our audits provide a
x~:asonable basis for our opinion.

In our opinion, the consolidated financial smmmems ~fea~ed to above prese.~t fairly, in all material respects,
the consolidated financial position of Costco Wholesale Corporation and subsidiaries as of August 29. 2094 and
August 31, 2003, and the results of their operations and their cash flows for tl~ 52 weeks ended August 29, 2004,
August 31, 2003, and Septeanber 1, 2002 in conformity with US. genoa, ally acc~p~d .accounting principles.

As discussed in Note I to the consolidated financial statements, effective February 16, 2004, the Company
adopted Emerging Issues Task Fow.e Issue No. 03-10, "Application of Issue No. 02-16 by RescUers to Sales In-
centivus Offered to Consumca~ by Manufacture," and effective September 2, 2002, the Company adopted the
fair valn~ method of recording stock-based compensation expense in accordance with Statement of Financial
Accounting Standmls No. 123, "Accounting for Stock-Based Compensation." Additionally, asdiscussed in Note
1 to the ennsolidat~ Financial statements, during the fiscal year ended August 31, 2003, the Company adopted
Emerging Issues Task For¢~ Issue No. 02-16, "Accounting by a Customer ffa~cluding a Reseller) for Cera~
Cong’ideratien ReceiVed from a Ve~ddr," based on the specific transition guidance.

Seattle, Washington
October 22, 2004
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COSTCO WHOLESALE CORPORATION
CONSO[3DATED BALANCE SI:~ET8
(dollars in thousands except p,r val~e)

Aug~t ~9~ August 3I,
2!104 2003

ASSETS
CURRENT ASSETS

Cash and cash equivalents .................................." ........
Short.term investments ............................................
P, ecoivables, net ...............................................~..
M~rchandise inventories ...........................................
Other cunent assets ...............................................

Total curv~nt assets ...........................................

PROPERTY AND EQIIIPMEI~

.Buildings, l~,oholds and land~ im~vem~er~ ..........................
Equipment and fixtur~ ............................................
Construction in progress ...........................................

$ 2,823,135 $ 1,545,439
306,747 --
335,175 556,090

3,643,585 3,339,428
160~457 270,581

7,269,099 5,711,538

2,28~,574 2, ] 73,685
5,212,295 4,831,236
1,974,995 1,846324

132,180 154,181
9,604,044 9,005,426

L¢~ accunmlated depreciation and amo~ization . . ......................(2,340,347) (2,04~,418)

Net proporty and equipment ....................................7,263,697.. 6.,960,008
OTHER’ASSETS ....................................................559,752 520,142

$15,092,548 $13,191,688

LIABILITIES AND STOeKIIOLDERS’ EQUITY
L-~IR RFaN T LIABILITIgS

Short-term borrowings ............................................$ 21,595
Accounts payabl~ ................................................3,600,200
Accrued salaries and benefits .......................................904,209
Accrued e, alos and other ta~ .......................................
De .ferred membership income ...........’ ........................... 453,881
Current portion long-term debt ......................................305,594
Other current liabilities .............. .... .. .......................... 662,062

Total current liabilities ........................................6,170,550
LONG-TERM DEBT~ excluding enrrent portion ......................... 993,746
DEFERRED INCOME TAXES AND OTHER LIABILITIES .............. 244,176

Total liabilities ......... . ...................................... 7,408,472

COMMITMENTS AND CONTINGENCIES
MINORITY INIEREST .............................................
STOCKHOLDERS’ EQUITY

Preferred sto~k $.005 par value; 100,000,000 sllares anthori2exl; no shares
issued and out~anding ..........................................

Common stock $.005 par value; 900,000,000 shares autixttized; 462,637,000
and 457,479,000 shares issued and outstaadiag .......................

Additional paid-in capital ..........................................
Other accamuiated comprehensive iocome/(loss) .......................
Retained earnings ................................................

Total stockllolders" equity ......................................

$ 47,421
3,131,320

734,261
207,392
401,357

7,051

5,011,107
1,289,649

209,835

6,510,591

59,266 126,117

2"313 2,287
1,466,366 1,280,942

16,144. Cf’/,980)
6,139,987 5,349,731
7,624,810 6,554,980

$15,092,548$13,191,688

TI~ accompanying notes are an integral part of those consolidated financial statoments.
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COSTCO WHOLESALE CORPORATION

CONSOLIDATED STATE~MENTS OF INCOME
(dollars in thousands, except per share data)

A~z~429,    August 31,2e03 ’~n20~ber 1"

REVENUE
Net sale~ ............................................... $47,145,712
Membership f~.s". ........................................ 961,280

Total ~vemm ........................................ 48,106,992
OPERATING EXPI~SES
Merchandise cosls ........................................ 42,092,016
Selling, g~wral and administr~iw ........................... 4,597,877

$41,692,699 $37,993,093
852,853 769,406

42,545,552 38,762,499

37,235,383 33,983,121
4,097,398 3,575,536

Preopsning sxpe~ses ...................................... 30,451 36,~3 51~.~7
~ovision for impaired assets and closing costs, net .............. l,G00 19,500 21,050

Ol~rating income .................................... 1,385,~48 1,156,628 1,131~35
OTI~R INCOME (EXPENSE)
Interest cxl~nsc. = ........................................ (36,651) (36,920) (29,096)
Imexest income and other .................................. 51,627 38,52~ 35,745
INCOME BEFORE INCOME TAX~S ..................... 1,400,624 1,158~’~33 1,13g,184
Provision for ~come taxrs ................................. 518,231 " 437,233 438,2~31

NET INCOME .......................................... $ 882~393 $ 721~3 $ 699~q~3

NET INCOME Pi~ COMlVION SHARE:
Basic .................................................. $ 1.92 $ 1..58 $ 1.54

Dilu~ ................................................. $ 1.g5 $ 1.53 $ 1.48

Shams used in calculation (000’s)
Basic .............................................. 459,223 456,335 453,650
Diluted ............................................. 482,459 479,326 479,7.6~

Dividends pexslm~e .......................................$ 0.20 $ ~ $ --

The accompanying notes are an integral part of these consolidated financial statzmrnts.
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COSTCO WItOLF~ALE CORPORATION
CONSOL][DATED STATEMENTS OF STOCKHOLDERS~ EQUITY

AND COMPREHENSINE INCOME

For the 52 weeks ended August 29, 2004, the 52 weeks ended Ausust 31, 2093
and the 52 weeks ended Sepiember 1, 2002

(in thousands)

Oiler

Cmnp~ensive Retained

$(173.610) $3,928,748 $4.882,94D

-- 699,983 699.983

-- 721,000 721,00t)

79,745 -- 79,745

79,745 721,C00 800,745

47,929
12,069

(77.980) 5,349,731 6,554,980

94,124 -- 94,124
94,124 882,393 976,517

$ 16,144

The accompanying notes are an integral par/of these consolidated f’mancial statements.
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COSTCO WHOLESALE CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIF~
N~tincome ............................................. $ 882,393 $ 721,000 $699D83
Adjustments to reconcile net income to net cash provided by

oZr-xating a~tlvifi~:
Depreciation and amtralzution ............................440,721 391,302 341,781
Accretion of discount on zero ¢OUl~On notes ................. 18,421 17,852 17,233
Stock-based compensation ................................ 36,508 12,069 ~
Undistributed equity earrdngs in affiliates ................... (23,517) (21,612) (21,485)
Net ~g~in)//oss on sale of p~roi~tY and equipment and othe~ ..... (9.122) 4.907 4,001
Provision for impaired assets ............................. 2,592 4,697 m
Change in deferra! haevm~ taxes ..........................32,495 68,693 12,179
Tax benefit from exercise of stock options .................. 22,712 12,348 " 27,171
Chengc in receivables, othe¢ cun, ent asse~ deferred income,

accrued and olher current lhbilifies ......................740,027 232,167 129,883 -
¯ Incr~e in merel~d~e invexttcxi~s ........................(256,438) (162,759) (380,158)

Inerea~ in accounts payable .............................211,990 226~544 187,655
Total adjustments .....................................1,216,390’ 786,208 318,261)

Net cash provided by op~xating a~tivities ................... 2,098,783

CASH FLOWS FROM I[bTVF~TING ACTIVITIES
Addifiofis to property and equipment ......................... (705,620) (810,665)
Proceeds from tl~ sale of property and equipment .............. 55,400 51,829 32,849
Pu~ehas~ of minority interest ............................... (95,153) -- --
Investment in unconsolidated joint venture .................... -- -- (1;000)
(Inerease)/decrea~e in short-term investments ..................(303,945) m 4,928
Deereaseg(inc~c~sc) in ot~r assets and other, net ............... 837 (31,752) (31,987)

Net cash used in inve~ting activities ........................(1,0~8,48t) (790,588) (1,033,815)

1,507,208 1,018,243

CASH FLOWS FROM FINANCING ACTIVITIES
Repayment~ of short-term borrowings, ~et .................... (31.492) (58,144) (99,175)
Nex proeee~ from issuance 0f long-~. ~ debt .................. -- 59.424 300,000
Repayments of long-term debt .............................. (6,602) (11,823) (18,540)
Change in bank cheelm outstanding ..........................212,251 (31,639) (35,136)
Cash dividend payments ................................... (92,137) -- --

¯ Proceeds from minority inte~sts ............................ 2,805 6,087 3,908
Exercise of stock options .................................. 124,744 34,667 66,771

Net cash provided byl(used in) financing activities ............ 209,569 (1,428) 217,828

EF$’~CT OF EXCHANGE RATI~ CHANGES ON CASH ....... 17,825 24,729 677

1,2T/,696 7219,921 202,933
1,545,439 805,518 602,585

$2,823,135 $1,545,439 $ 805,518

Inereas~ in cash and cash equivalenB ........................
CASH AND CASH ~QUIVALENTS BEGINNING OF YEAR ...
CASH AND CASH ]EQUIVALENTS ~ OF YEAR ...........

SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMAq[ION:
Cash paid during ~e year for.

]nterost (czchdes amomats capitalized) .....................$
Income taxes ..........................................$

14,648 $ 20,861 $ 9,511
327,368 $ 320,546 $ 351,003-

accompanying notes are an integral part of these consolidated financial statements.
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COSTCO WHOLESALE CORPORATION
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

(dollars in thousands, except per share data)

Note 1---Summary of SiguiF~qnt Aeeountiag Pe]ieies

The consolidated financial statements include the account~ of Coslco Wholesale Corporation, a Washington
co~poratioa, and its subsidiaries ("C~too" or the "Company"). All material inter-company transactint~ between
the Company and its subsidiaries have been elirn~nated in consolidation,

Co~tco operates membexship warehouses that offex low prices on a limited selection of nationally branded
and s~lee~ed private label p~duc~s in a wide range of m~c~a~di~ catvgorie~ in no-frills, svl~-se~vicc war~house
facilities. At August 29, 2004, Costco operated 441 warehouse clubs: 324 in the United State~ and tl3xee in I~erto
Rico; 63 in Canada; 15 in the United I~ngdom; five in Korea; three in Taiwan; four in Japan; and 24 warehouses
~n Mexico with a joint venture pa~er.

The Company’s havasunents in the Costco Mexico joint venture and in other unconsolidated joint ventures
that a~e less ~han n~aj~-ity owned are accounted for under the equity method. The investment in Costco Mexico is
included i~ othex assets and w~ $178,997 at August 29, 2004 and $167,293 at August 31, 2003. The equity in
earnings of Costc0 Mexico is included in interest income and other and for lineal 2004, 2003 and 2002, was
$22,208, $21,400 aJad $21,028, respectively. The amount of retained camings that represent~ undistributed earn-
ings of Costco Mexico was $108,282 and $86074 at August 29, 2004 and August 31, 2003, r~spectively.

Fiscal Years

The Company reports on a 52/53-week ~iscal ye~a- basis, widvh ends on the Sunday nearest August 31st.
¯ Fiscal years 2004, 2003 and 2002 were 52-week years.

C~h Equlrale~ts

The Company considers all highly liqu~d:investnae~ts with a maturity of three months or less at th~ date of
purchase and proceeds due from credit and debit card ~an~aetions with settJement terms of less than five days to
be cash equivalents. Of the total cash and cash equivalents of $2,823,135 at August 29, 2004 and $1,545,439 at
August 31, 20133, credit and debit card receivables were SzI4L244 and $412,861, respectively.

~hort-term investments

Shoxt--term investments ]mve a matm-ity of three months to five years .at the date of pnreha~. InvesUnents
with maturities beyond one year may b~ classified as short-term based on their hi~ghly liquid natm~ and becau~�.
such marketable securities represent tbe investment of cash that is availabl~ for ctu~nt operations. Short-term
invesm3ents classified as available for sale are recorded at market value using the specific identification method;
unrealized gains and losses am refleetod in other accumulated comprehensive incon~ or loss. Included within
corporate notes and bends are inv~tmonts totaling $171,179 that hav~ bv~n designated as "hold to matatity seen-
dries" and am recorded at cost At August 29. 2004. the cost of these securities approximated market value.

31

COSTC0_003612

C05TC0._003612

TX214 033



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continued)

Note I--Summary of Si~3dfican! Accounting Pvlides (Continued)

Shoat-tern1 ~nvestments at August 29, 2004 w~re as fallowS:
Co~t Unrealized U~realized Reeard~d
Ba~ Gains Lesses Bast,

U.S.goveramentandage~ys~urlti~s ......................$ 4~.060 $102 $(107) $ 46,055
Money market mutual fu~d~ ..............................25,112 -- -- 25,112
Corporate notes and bonds ...............................216,271 95 (149) 216,217-
A~set backed seenri~ies ...................................13,283 16 (I15) 13,184
Me.gage backed securities ...............................6,161 18 -- 6,179

Total ahoR-term investment~ ..........................$306,887 $231 $(371) $306,747

Recdvable~o net

R~z:ivables contest primar’dy of vendor ~batc.s and promotional allowances, rr.c~ivables frnm government
tax authorities and other m~scellancous amounts due to the Company, and are net of an allowance for doubtful
accounts of $1.139 at August 29, 2004 and $1,529 at August 31, 2003. Management determines the allowance for
doubtful aocourds based on known troubled aocounts and historical experience applied to an aging of accounts.

Vendor Rebates and Allowanee~
Periodic payments from vendors in the form cf volume rebates or otho~ l~Urdaase discounts that are eel-

deuced by signed agx~.mer~ me reflected in the carrying value of the inventory when earned or as the Company
progresses towards earning the rebate vr discount and as a component of cost of sales as the me.xc, handis~ is sold.
Other consideration received f~om vendors i~ generally re~orded as a reduction of merehandise costs upon u~rn-
pletion of contractual milestane~, terms of the related agreement, or by othcx systematic and rati~al approach. "
Merchandbe Inventories

Memhandise inventori~ am valued at the lower of cost or market as deteami~ed primarily by the retail in-
ventory mmhod, and are stated using the last-in, first-out (LIFO) method for substantial]y all U.S. mezehandise
inventories. Merchandise inventories for all foreign operations axe primarily valued by the retail method of ac-
counting, and are stated using ~he first-in, fast-oat (FIFO) method. The Company believes the I_JFO method
morn fairly prvsents the results of operations by more closely matching current costs with current revenues. The
Company records an adjustn~nt each qaartvr if necessary, for th¢ expected ennaal ~ffcct of inflation and these
estimates are adjusted "to actual results determined at year-end. The Company considvr~ in its calculation of the
LIFO cost the ~timatvd net realizable walue of inventory in those inventoD, pools wherv deflation exists and re-
ccads a write down of inventmy whexv estimated net realizable value is l~ss ~han LIFO inventory. The LIFO in-
ventory adjustment for th¢ fomlh quarter of fiscal 2004 decreased gross margin by $590 as compared to an
in~-mase of $14,650 in the fourth quartex of fiscal 2003. If all merchandise inventories had been vahmd using the
FIFO method, inventories would have been lower by $13fl10 and $19,500 at August 29, 2~34 at August 31,
2003, ~spectively.

Aag~ ~, A~-t 31,
2004 2~03

Merchandise inventories consist of:
United States (primarily LIFO) ........................$2,903,551$2,668,342
Foreign (FIFO) ....................................740,034 671,086

To~al ........................................ $3,643,585$3,339,42g
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Note 1---Summary of Significant A~cemtting Polldea (Continued)

~e ~p~y pro~d~ for ~ated ~v~t~ 1o~ ~tw~ ph~i~ i~ve~ ~an~ on ~ b~s of a

physic~ ~vento~ co~, w~ch ~net~y ~ ~e s~o~ ~d fou~ qam~ ~ ~ Comp~y’s ~ y~,

Property and Equitrmeru

Propea~y and equipment ar~ stated at cost. Depreciation and amortization expenses ar~ computed using the
s~aight-line method for fiaan,ial reporting pro’poses. Buildings are generally depreciated over twe~ty-~r~e to
thirty-five yeats; equil~ment and fixtures am depreciated over thr~ to ten years; leasehold improvements are
amortized over th, initiat term of the lease or the a,seful lives of the assets. The Company capitalizes emrtaiu costs
related to the a~quisition sad development of software and amortizes those costs using the straight-li~e method
over their estimated astral ~ives, which rang~ from three to five years.

Interest costs ~ on property and equipment during the construction period are capitalized. The
amount of interest costs capitalized was $4,155 in fiscal 2004, $3,272 in fiscal 2003, and $13,480 in fiscal 2002.

Impairment of Long-LDed Assets

The Company petiodlcally evaluates the realizabillty of long-lived assets for impairment when management
makes the de2ision to ~locate or close a warcho~e o~ when events or changns in cir~umstanoes oetmr, which
may indicate the carr~g amount of the asset may not b¢ xe.coverable. Th~ Company evaluates the carrying value
of the asset by comparing the estimated fatur~ undiScOunted cash flows generated from the use of th~ asset and
its eventual disposition with the assea’a reported net ¢an-yhag value. The Company x~corded a pro-tax, non-cash
charge of $~,592, $4,697 and $0 in fiscal 2004, 2003 a~d 2002, respectively, reflecting its estimat~ of impairment
r~latlng m real pmlmrty. The charge reflects the difference between the carrying vaiue and fagr value, which was
based on esfimat,d market valuations for those assets whose emying vainc is not eummtly anticipatM tobe re-
coverable thrcmgh futme cash flows.

Goodwill

Goodwill, net of accumulated amortization, resulting from certain business combinations is included in
other assets, and totak~ $65,721 at August 29, 2004 and $46,549 at August 31, 2003. The in~rea~ in gooo~ll
was due to tim Compaay increasiag its ownership in Costeo Wholesaie UK Limited from 80% to 100% in the
first quarter of fiscal 2004. The Company follows Statement of Financial Accounting Standards (SFAS) No. 142,
"Accounting for Goodwill and Other Intangibles," whi=h specifies that goodwill and some iutaagiMe assets
should no longer be amcatizod, but instead will be subject to periodic impairment testing. Accordingly, the Corn-
pony r~views l~reviously ~porte, d goodwill for impairmmt on an annual basis, or morn fwquenfly if cimmn-
stances dictate.No impairment of goodwill has been incurxed to ~at~.

Accoum~ Payable

Tim Company’s banking syvtexn provide~ for ilm daily replenishment of major bank accounts as checks are
presented. Accordingly, included in accounts payable at August 29, 2004 and August 31, 2003 vxo $438,025 and
$216,980, rospe, cfively, rClm:~ntilag the excess of outstanding checks ovm" cash on deposit at the banks on which
the checks wer~ drawn.

Liabilities

The Company uses a combination of insuranc~ and ~af-insurance mechanisms to taovide for the potential
liabilities for workex~’ compensation, general liability, properly insurance, director and officers’ liability, vehicle
liability and employee health ca~e benefits. Liabilities associated with the xisks that am retained by the Company
are not dlsco~nted and are estimated, in part, by considering historical claims experience and outside expertise,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousamls, except per share data} (Continued)

Note 1--Summary of Significant Accounting Policies (Continued)

demographic factors, severity faotor~ and other actaarial assumptions. The estimated ae, cruals for these liabilities
cenld be significantly affected ff f~tum occummces and claims differ from thes~ assun~tions and historical
t~ends.

De rivatDes

The Company has ]iufiled involvement with derivative fktancial insRumcuts and uses them only to manage
well-defined interest ~a~o and foreign �~¢hange risks. Short-term f~v.vmd foreign exchange conlc’acts are used to
hedge the impact of fluctuations of foreign exchange en inventory purchases. The only significant deri~afi~o in-
s~m~nts the Company ho~ds am inteaest rote swaps, which the Company uses to manage the interest rate risk
associated with its borrowings and to nmnagc ti~ Company’s mix of fixed and varlable-rate debL As of August
29, 2004, the Company had ’Taxed-to-floating" interest rate swaps with an aggregate notional amount of
$600,000 and an aggregate fah" vahio of $25,754, which is rcco~de..d in other assets. ~ swaps were entered
into effective November 13, 2001, and Ma~h 25, 2002, and am designated and qualify as fai~ value hedges of the
Company’s $300,000 7 gs% Senior Notes and the Company’s $300,000 5]/2% Senior Notes~ respectively. As the
terms of the swaps match those of the underlying hedged debt, the changes in the f~fir value of these swaps are
offsex by corresponding changes in the fair v~luc ~ecorded on the hedged debt, and ~sult in no net earnings im-
pact.

Equity [nve~ment~ in Subsidiary

On October 3, 2003. the Company acquired from Carrefour Nede~land B.V. its 20% equity interest in
Costco Wholesale UK Limited for cash of $95,153, bringing Costco’s ovmership in Costco Wholesale U’K Lim-
ited to t00%. In conjunction with this purchase the Company increased the carrying value of the land and Imild-
hags of Costco Wholesale UK Limited by $12.808 and rccot, ded goodwill of $16,719.

Fvreign Currency Trar~Iations

The functional currencies of the Company’s international subsidiaries are ~he lo~al oun, enoy of the oountry
in which the subsidiary is locat~l. Assets and liabilities re.corded in foreign currencies, as well as the Company’s
investment in the Costco Megico joint wntore, are translated at the e.xehang~ rate on the balance ~h~et date.
Translation adjustments resulting from this pnx~ss are charged or credited ~o o~er accumulated comprehensive
income (loss). Revenue and expoas~ of the Company’.~ comsolidatcd foxcign op~-ations are k-am~ at awrago
ra!es of exchange prevailing dnring the year. Gains and losses on fozeiga currency transactions are included in
expenses and were not significant in either fisr, al 2004, 2003, or 2002.

Revenue Recogni~’on

The Company recognizes sales, net of estimated returns, at the ~ the customer takes possession of mer-
chandise or receives services. Wh~n the Company collects payment ft’0m enston3~rs prior to the Ixansfer of
ownemhip of mexchandise or the pofformanc~ of u:rvic~s, th~ amount retired is rezorded as defcn’eA revexa~
on the consolidated balance sheets until ~he sale or service is completed. The Company provides for estimated
sales returns ba,w.d on historical re.~arns levels. The reserve for sales retarns (sales returns n~t of me~ha~dis~
costs) was $5,524 and $4,869 at Angnst 29, 2004 and August 31, 2003, respectively.

Membership fee revenue represents annual mea’ab~rship fees paid by substantially all of the Company’s
membgrs. The Company accounts for meml~ship fee ~wentm on a "deferred basis," whereby membership ~e¢
revenue is recognized ratably ov¢~ the on~-yea~ term of the membership. Tim Company’s Executive memb~a’s
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Nole 1---Summary af ~i~ni~ant A ~counfi~ Policies ~Contlnued)
qualify for a 2% reward {which can b¢ redeemed at Costed warehonses), ep to a maxlnxun ~ $500 per year, cn
all qualified purchases made at Costed. The Company a~tmts f~r this 2% reward as a redaction in sales, with
the related liability being classified within other cunent liabilities. The sales reduction and corresponding
liability ar~ computed after giving �ffect to the estimated impact of non-redemptions based on historical dat~
The reduction in sales for the fiscal yeats ended August 29, 2004, August 31, 2003 and September 1, 2002, and
the r~hted liability as of those dates wtn¢ as follows:

August 29, Ae~s/31, September 1,
2004 200~ 2OO2

Two=pe~c~ntrewardsalosreduetion ........................$244,487 $169,612 $143,637
Two-purc~ntum’edeemedrewardliabillty ...................$170,941 $114,681 $ 94,448

Merchandise ~ost~

Merchandise costs consist of the puzclmse price of inventory sold, inbound shipping ch~gcs and all costs
lolated to om deput olmrafions, including freight from depots to selling w~rehouses. Melchanttise costs also in-
chide salarlea, benefits, depreciation on production equipment, and othcx related expenses iaom’ed in certain
fresh foods and ancillary d~purtments.                                   ~

Selling, General and Admini~tratlve Ex~enaes

Selling, general and administrative expenses consist primarily of salaries, benefits and workers’ compensa-
tion costs for wamhous~ emp]oyees, other than fresh foods and certain ancillary businesses, as well as all
regional and hom¢ office employees, including buying lX~monn~l. Selling, genexal and administrative expenses
aIso include utilities, bank charges and substantially all building and equipment depredation, as well as other
operating costs incurred to support warehouse operations.

Marl~ting and Promotional

Costco’s policy is ganeraily to limit marketing ahd promotiomd expens~ to new ware.honso otmnings,
sional direct mail marketing to prospective new members and direct mait marking programs to existing mem-
bers promoting aalocted merchandise. Mm-kvthag and promotional costa are expensed as homed.

Preop~nln~ F_apen~e~

Preopening expenses reaatcd to new we.rehouses, major ~emodels/expazmions, new regional offices and othm
startap operations a~e expensed as incurred.

Stoc~Based Compensation

The Company adopted the fair value based method of r~eording stock options consistent with SFAS No.
123, "Accounting for Stock-Based Comi~nsation," for all employe~ stock options granted subsequent to fiscal
year end 2002. Specific.ally, the Company adopted SFAS No. 123 using the "prospective n~aod" with guidance
provided from SFAS No. 148, "Accownting fo¢ Stock-Based Compensation - Transition and Disclosure." All
employee stock option grants made since the begimfing of fiscal 2003 have or will be expansed over the related
stock option vesting period based on the fair value at the date the options are granted. Prior to fiscal 2003, the
Company applied Accounting Princip]es Board Opinion (APB) No. 25, "Accounting for Stock Issued to
Employees," and related intexpretations in accounting for stock options. Becaus© the Company granted stock op-
tions to en~loyees at exercise prices equal to fair market vahm on the date of grant, no compensation cast was
recognized for option grants.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continued)

Note 1--Smumary o~ Signttkant Accounibtg Policies (Continued)

Had compeasafion co~ts for th~ Company’s s~ock-based com~fio~ pl~ ~n de~ed ~ ov ~
f~ ~u~ at ~ ~ ~I~ for aw~ ~e ~ m ~ ~3. ~r ~ pl~s ~d c~ist~t wi& S~ No.
1~. ~v Com~y’s net ~m~ ~d net in~ ~ ~� wo~d haw ~ redu~d to &~ pm fo~ ~oun~
~c~ ~low:

¯ Fiscal Yem" Ended

N~invome, as reported ...........................................$882~393
Add: Stoc.k-ba~ed employee ~on ex~ inv~d~ ~ ~

n~ ~me, ~et of ~1~ ~ eff~ ...........................
~uce To~I sto~k~ ~ploy~ ~n~fion expens~
~f~ v~e ~ ~ for ~ aw~. ~et of ~ta~d ~
eff~ ....... ~ ........................................... (58,388)

~o4o~a ~t ~m~ ............................................. $847

$721,000 $699,983

--

(70,257) (’/5,743)

$658,256 $624,240

Net Income p~ share:
Basic--a~ponefl ........................................... $ 1.92 $ 1.58 $ 1.54

Basic--pro-t-~’ma ............................................$ i.84 $ 1.44 $ 1.38

Dilulcd--aSr¢l~O]t~ .........................................$ 1.85 $ 1.53 $ 1.48

Diluted--pro-forma ..........................................$ 1.78 $ 1.40 $ 1.32

Fair Value of Finwnc[al Ina~rumenrJ

The can’y~ng valtm of the Company’s fmancia] inStnlmen~s, including cash and cash �~en~ ~ivab~
~d ~un~ payable ~pro~ate f~r v~ue due ~ ~ek sho~-te~ ~e or v~able in~ ~t~. Sh~-~
~es~e~ ¢l~ffi~ ~ av~ablc for ~e ~ ~co~ at ~ket v~u~ ~ u~e~ ~ or ]o~ rcflcct~
in o~ a~ ~p~hen~ive income ~ loss. Sho~-~ ~v~en~ ~i~a~ ~ ’~old-t~m~
~fics am recorded at cost ~d appro~a~ m~t value at Avast 29, 2~. ~e f~ v~e of fix~ rate
d~l at Aunt 29, ~ and Au~st 31, 2~3 was $1,581,368 ~d $1,415,~2, ~ccfiwly.

Cloab~g Coats

Warvhcese closing costs in~m’fcd relate principally to ~� Co~’s �ffo~ w ~1~ ~in w~
~ wm not o~se ~pa~d ~ l~er ~d ~-1~ fa~lifi~. %e pin.ion for ~ ~ ~u~d
c~g~ of $16.~8 for w~ame cl~ing ~nses off~ by ~ ~ns o~ $15~ ~la~ to ~ sfle of r~ ~
~, ~e fis~ 2~3 ~fi~on ~1~ c~ of $11,836 for w~eho~ ~g ~ ~d ~,~7 for net
1~ on the s~ of ~ ~. As ~ Au~ 29, 2~, ~ Com~y’s ~s~e for w~eho~ c~g ~
w~ $10,367, of which $9,1~ ~lat~ to f~ lc~� ~gafioa~. ~ ~s ~ a ~ for w~ cl~-
~g ~sts of $8,~ ~ ~ 31, 2~, ~ ~ ~.833 rclat~ ~ ~t~e l~� obligations.
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Note 1--Sumatary ef Significant Accounting Policies (Continued)

lr~erest ltwortw w~d Other

interast inccm~ and o~r includes:

]nterest income .........................................
Minori~7 in~resffeamings of nffil~s and other ...............

Total .............................................

Tho Company r~¢enfly dot~rmin¢~l that its joint venture Costco Mexico had incomx:fly r~ort~d to the
Company the amount of deferred ~xe~ recorded by Costco Me.xi¢o under SFAS No. 109, "Accoanting for
Income Taxes," As a re,~lt, the Company overstated its share in the ~quity in earaings of Costco Mexico
(reported in interest income and ofl~ex} in fiscal years 2004, 2003 and 2002 by approxh~aately $1,000. $1,000 and
$6,000, respectively - representing less than 1% of ~he Company’s income befoze incon~ taxes in each of thes~
y~ars. Th~ cumulative balance ahe,~t effect (re.fl~ted in other assets), ovcx tlm past 12 fiscal yea~s, has ~ to
overstate the Company’s invesunent in Cost~a Mexico by approximately $24,000, or less than .16% of total
assets at fiscal 2004 year end. Th~ Company b~licves thai the incorrect reporting of defex~d laxes of Costco
Mexico has not materially impacted its consolidated results of operations, financial position or cash flows.
Accordingly, th~se amounts have not been adjusted in the accompanying consolidated financial statements.

InCome Taxea

The Coxapany accounts for income taxe~ under the provisions of SFAS No. 109, "Accounting for Income
Tax~." That standard requires companies to account for d~er~ed incom~ taxes using the asset and liability
method.                                                                                      :

Under the asset and liability n~cthed of SFAS No. I0~, deferred tax assets and liabilities are recognized for
the foturc tax conseqt~nc~ attributed to differences bctweea th~ financial statement can’ying amounts of existing
assets and liabilities and theLr respective tax bases and tax credits and loss carry-forwards. Deferred tax assets
and liabilities a~ measured using enacted tax rates expected to apply to taxable income in the years in which
tho~ temporary differences and tan’y-forwards are expected to be recovered or settled. The cff~t oa dcf~n~
tax assets and liabilities of a Change in tax rate~ is recagnized in income in the period that inelude~ the eJxaclment
date. A valuation allowance is established when necessary to r~ac~ d~fen’ed tax assets to amounts expected to
be xcalized.
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NOTF_~ TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continued)

Note :l~nmnmry of Significant Aeeounting Policies (Continued)

Net Income Per Common and Common Equivalent Share

The follow~g data show the amounts used in computing earnings per ~are (EPS) and the effect on income
and the weighted average number of shares of dflutive pot~ntlal common stock.

Net inconm available to common stockholders used in basic
EPS ............................................

Lntczcst on convertible bonds, net of tax .................
Net income available to common stockholders after assumed

conversions of dilutive securities .....................

Weighted average number of common shares used in basic
EPS (000’s) ......................................

Stock options (O00’s) ................................
Conversion of convertible bonds (O00*s) .................

Weighted numb~ of common shams and diintive potential
common stock used in diluted EPS (000’s) .............

$2 Weeks Ended $2 Weeks Ended 52 Wzdm Ended
August 2~, 2004 A~&qxst 31, 2003 Seplember I~ 2002

$882,393 $721,000 $699,983
11,607 1 l, 109 10,602

$894,000 $732,109 $710,585"

459,223 456,335 453,650
3,892 3,646 6,267

19,344 19,345 19,345

482,459 479,326 479,262

The diluted share base calculation for fiscal years ended August 29, 2004, August 31. 2003 and Sep-
tember 1, 2002, excludes 24,747,815, 33,362,000 and 6,908,000 stock options outstanding, respectively. These
options are excluded due to their anti-dilufive effect.

Costco’s Board of Directors declared two quarterly cash dividends of $0,10 p~r share in iiscal 2004. The
first quaixerly cash dividend of $0.10 per share, in the amount of $45,939, was paid May 31, 2004 to shareholders
of record at the close of business on May 10, 2004. Th- second quarterly cash dividend of $0.10 per share, in the
amount of $46,198, was paid August 27, 2004, to shareholders of record at the dose of business on July 23,
2004. The Company presently exgects to pay a cash dividend on a quarterly basis going forward_

Stock Repurchase Program

On November 30, 2001, the Company’s Board of Directors approved a stock repurchase program euthoriz-
lag the repurchase of up to $500,000 of Costco Common Stock through November 30, 2004. Under the program,
the Company could repurchase shares at any time in the open market or in private transactions as market con-
difions warrant. The repurchased shares would constitute authorized, but non-i~sued sharea and would be used for
general corporate purposes, including stock option grants under stock option programs. On Oetobex 25, 2004, the
Board of Directors renewed the program for another three years. To dam, no shams have been mpuzchased under
either program.

Recent A ec ourffin8 Pronouncements

In March 2004, the Financial Accounting Standards Board’s (FASB) Emerging Issues Task Fome (EITF)
reached a consensus on ~ Issue No. 03-I, ’~m Meaning of Other-Than-Temporary Impairment and Its
Application to Cerlain Investments," (EITF 03-1). The guidance prescribes a three-step model for determining
whether an investment is other-than-temporarily impaired and requires disclosures about unrealized losses on
investments. The accounting guidance is effective for repotting periods beginning after Ylme 15, 2004, while the
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Nete 1--Summary of Significant Accounting Polleies (Continued)

disclosm~ requirements are e~fe~cive for annual reporting p~riods ending after J~’le 15, ~004. ~n September 2004,
the FASB issued FASB Staff Position ~ 03-1-1, "Effective Da~e of Paragraphs I 0-20 of EITF Issue No. 03-1
’The Mealfing of Other-Than-Temporary Impairment and Ir~ Appfication to Certain Investments," (FSP EITF
03-01-1). FSP E1TF 03-I-I delays the effective clat~ for the rneas-m-oment and tecognition guidance confined in
paragraphs 10-20 of EITF Issue 03-01. During the period of the delay, FSP EITI~ 03-1-1 states that companies
should ~unfinue to apply relevant "other-than-ternporaxy" guidance. The adoption of EITF 03-I, excluding para-
graphs 10-20, did not impact the Company’s consolidated financial statements. The Company will assess the
impact of paragraphs 10-20 of EITF 03-1 once the guidanc~ ha~ b~en finalized.

In D~ember 2003, the PASB issued ~ntexpretation No. 46 (revised Decembex 2003), "Consolidation of
Variable Interest Entities" (FIN 46R), which addresses how a business enterprise should evaluate whether it has a
controlling f’mancial interest is an entity through nmans other than voting fights and accordingly should con-
solidate the entity. In general, a variable h~terest entity is a corporation, partnership, tn~st, or any other legal
structure useA for business purposes that either does not have equity inve~tox~ with voting right~ or has equity
investoxs that do not provide sufficient financial resources for the entity to support its activities. FIN 46R requir~
a variable interest entity to be consolidated by a company ff that company is subject to a majority of the risk of
loss fxom the variable interest entity’s activities or entitled to receive a majority oftl~ cnfity’s residual returns or
both. FI~ 46R replaces FASB Interpretation No. 46, "Consolidation of Vaxiable Interest Eniifies," which was
issued in January 2003 and revised the implementation date to thg ~n~t Kscal period ending after March 15, 2004,
with the ~xception of special purpose entities. The adoption of this interpretation did not have a mamrial impact
on the Company’s consolidated financial statements.

In November 2003, the EITF reached consensus on Issue No. 03-10, "Application of Issue No. 02-I6 by
ReseHers to Sales Incentives Offered to Consume~ by Manufacturers," with respect to determining ff ~ons~d-
eration xc.ceived by a reseller from a vendor that is reimbursed by the vendor for honoring the vendor’s gale in-
centives offered dixect]y to consumers should be recorded as a ~eduction in sales. ~ ~l~s apply to
wansactions entered into by consumers in fiscal periods beginning after November 25, 2003 and, therefore, apply
to such transactions starting with lhe Company’s fiscal third quarter of 2004, which began February 16, 2004.
The adoption of EITF 03-10 did not affect the Company’s consolidated gross profit or net income, but did re, suit
in a reduction of both net sales and merchandise costs ~y an equal amount. For fiscal 2004, net sales and
merchandise costs haw b~en reduced by $334,065. Had the Company’s comparable l~riods in fiscal 2003 and
2002 been reported under EITF 0%10 guidance, the sales and cos~ of sales would have bccn reduced by $282,288
and $248,155, respectively.

In November 2002, the EITF ~e, ached consensus on certain issues discussed in Issue No. 02-16, "Accounting
by a Customer (Including a Reseller) lor Certain Consideration Rea~v~d from a Vendor," with x~sp~t to de-
termining how a rese.Her should characterize consideration received from a vendor and when to recognize and
how to measure that consideration in its income sta~ment Requirements for recognizing volume-based rebate~
are effective for arrangements entered into or modified after November 2I, 2002 and resellers with other supplier
payments should generally apply the new rules px~spectively for agreements entered into or modified after D~-
c~mber 31, 2002. The adoption of this consensus by the Company in fiscal 2003 did not have a s~gnific~nt ixnpavt
on the Company on an annual bas~s. However, the application of the consensus has resulted in a change in the
riming ~r the recognition of ~ome vendor allowances for certain agreemc~ entered into subsequent to Dc,-
c~nber 31, 2002 and extends the recognition time frame beyond that which was in effect for similar contracts
entered into prior to December 31, 2002. Net income for fiscal 2004 was negatively impacted by approximately
$2,808 (after-tax) due to the adoption of EITF 02-16.

Use of E.~timate~

The preparation of financial statvra~nts in conformity with accounting principles generally accepted in the
United States requires manag~nem to make estimates and assumptions that affect th~ reported amounts of assets
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per slmre data) (Continued)

Note 1---Summary of Significant Aceonntlng Policies (Continued)

and Habilities and the diselosur~ of contingent assets and liabilities atthe date of the financial statement~ and the
reported amounts o~ revenues and expenses during the reporting period. Actual results could differ ~om thos~

Reclassification.,

Certain reclassifications have been made to prior fiscal years to conform with the presentation adopted in
the current fi~cal year.

Note 2~Comprehenslve Income

Comprehensive income is net income, pIus certain other items that are recorded dlrecfly to stockholders’
equity. Comprehensive income was $976,517 for fiscal 2004 and $800,745 for fiscal 2003. Foreign eurrextcy
translation adjustments and unrealized gains and losses on short-term investments are the components applied to
net income to calculate ttm Company’s comprehensive income and totaled $94,264 and ($140), respectively, for
fiscal 2004 and $79,745, which retatexl only to foreign currency translation adjustments in fiscal 2003.

Note 3---Debt

Bank Credit Facffities and Commercial Paper Programs (all amounts stated in thousands of US dollar~)

"Foe Company has in place a $500,000 e0mmereial paper l~ogram supported by a $300,000 bank credit fa-
cility with a group of ten banks, of which $150,000 expired on November 9, 2004 and $150,C00 expires on No-
vember 15, 2005. At August 29, 2006 and August 31. 2003. no amotmts were outstanding undex the commercial
paper program and no amounts were outstanding under the credit facility. The Company presently does not plan
to renew the $150,000 I~rtion of the credit faelldty that expired on November 9, 2004.

A wholly-owned Canadian subsidiary has a $152,000 commetxrial paper program supported by a ~6,000
bank credit facility with a Canadian bank that is guar, mteed by the parent company and expires in March 2005.
At August 29, 2004 and August 31, 2003, no amounts were outstanding under the Canadian commercial paper
program or the bank credit facility.

The Company has agreed to limit the combined amount outstanding under llae U.S. and Canadian commer-
cial paper programs to the combined amounts of the supporting bank credit facilities, which are $346,000 at
August 29, 2004, decreased to $196,000 on Noveanber 9, 2004.

The Company’s wholly-owned Japanes~ subsidiary has a short-term $27,400 bank line of credit that origi-
nally expired in November 2004. Subsequent to the Company’s fiscal year end, the bank line of credit was
tended through February 10, 2~05. At August 29, 2004 and August 31, 2003, no amounts were outstanding under
the lirm of credil_

The Company’s Korean subsidiary has a short-term $10,400 bank line of credit, which expires in January
2005. At August 29, 2004, no amounts were outstanding under the line of credit.

The Company’s wholly-owned United Kingdom subsidiary has a $108,000 bank revolving credit facility
expiring in February 2007 and a $63,000 bank overdraft facility renewable on a quarterly basis in March. At
August 29, 2004, $21,595 was outstanding cnder the revolving credit facility with an applicable interest rate of
5.285% and no amounts were outstanding under the bank overdraft facility. At August 31.2003, $~7,421 was
outstanding nnder the revolving credit facility with an applicable interest rate of 4.413% and no amounts were
outstanding under the bank overdraft facility.
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Note 3---Debt (Continued)

The Company has leRer of credit facilities (for commercial and standby letters of credit), totaling aplnVX-
imately $338,000. The outsta~dSag commitments under these facilities at August 29, 2004 totaled approximately
$166,800, including approximateiy $52,900 in standby letters of credit.

Short-Term Borrowings

The weighted average b~wings, maximum borrowings and weighted average interest rate under all shtra-
bornawing arrangements were as follows for fiscal 2004 and 2003:

Maximaat Amoant
Categow of Aggregate Out~mdlng
Shogt4grm Borruwlng~ Du~mg the l~iscal Year

l~iseal year ended August 29, 2004
Bank bo~ow~gs:

Canadian ....................... ....
Oth~ International ...................

FisCal year ended August 31, 2003
Bank b~rowings:

Canadian ..........................
Other International ...................

U.S. Commercial Paper ...................

Aver’ago Amount Welghtt~I Average
Outstanding Interest Rata

l~rl~el~al Ymr During tlm letsml Year

$ 53,826 $ 3,005 2.73%
48,232 21,994 4A0

$ 5,655 $ 367 4.65%
127,098 81,431 3.68
17,657 2,065 4.92

Long-term Debt

Long-term deb~ at August 29, 2004 and August 3 I, 2003 consisted of the following:
2004.

7Vs% Senior Notes due June 2005 ...................................$ 304,350
5 Va% Senior Notes due March 2007 ...............................
2.070% Promissory notes due October 2007 .........................
1.187% Promissory notes due July 2008 ............................
0.88% Promissory notes due November 2009 ........................
0.92% Promissory notes due April 2010.... ..........................
3 V2% Zero Coupon coavertibl~ subordinated notes due August 2017 ......
Notes payable secured by tn~st deeds on real estate ....................
Capital lease obligations and other .................................

Less cmzrent portion .............................................

Total long-term debt ............................................ $ 993,7z~6

211O3

$ 308,684
321,404 325,520
32,004 30,079
27,432 25,782
27,432 25,782
36,576 34,376

543,02.5 524,735
-- 8,023

7,117 13,719
1,299.q~4) 1296,700

305,594 7,051
$1,289,649

In June 1995, the Company issued $300,000 of 7Ys% Senior Notes due June 15, 2005, Interest on the notes
is payable semiannually on June 15 and D~embex 15. The indentures contain certain limitations on the Compa-
ny’s and certain subsidiaries" ability to create liens securing indebtedness and to enter into certain sate-leaseback
transactions. In November 2001, the Company entered into "fixed-to-f19. aling" interest rate swap agreements that
replaced the fixed interest rats with a floating rate indexed to LIBOR, The Company plans to repay the 7
Senior Notes from its cash and cash equivalents and short-term investments balances, whinh total $3,129,882 at
August 29, 2004.

In March 2002, the Company issued $300,000 of 51/2% Senior Notes due March 15, 2007. Interest is pay-
able semi-annually on March 15 and September 15. SLmultaneous wSth the issuance of the 5 V2% Senior Note.,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continued)

Note 3~ebt (Continued)

the Company entered into interest rate swap agreements converting the interest to a floating rate indexed to LI-
BOR. As of August 29, 2004, the Company was in compliance with all restrictiv~ covenants.

In October 2000, the Company’s wholly-owned Japanese subsidiary issued 2.070% promissory notes in the
aggxcgato amount of approximately $32,00~, through a privam placvmcnt. Interest is payable annually and
principal is due on October 23, 2007.

In July 2001, the Company’s wholly-owned Japane.~ subsidiary issued 1.187% promissory notes in the ag-
gregate mount of approximately $27,432, through a private placement. Interest is payable semi-annually and
principal is duo on July 9, 2008.

Ia November 2002~ the Company’s wholly-owned ffapane, s~ subsidiary issued promissory notes bearing
int~est at 0.88% in the aggregate amount o£ approximately $27,432, through a private placement. Intexest
payable semi-ananailF and principal is due on November 7, 2009.

Iu April 2003, the Company’ s wholly-owned Japanese subsidiary issued promissory notes bearMg interest at
0.92% in the aggregate amount of approximately $36,576, through a private placem~t. Interest is payabI~
annually and principal is due on April 26, 2010.

Th~ Company guarantees all of the promissory notes issued by its wholly-owned ffapmaese subsidiary.

On August 19, 1997, the Company completed the sale of $900,000 principal amount at maturity Zero Cou-
pon Subordinated Notes (the "Notes") due August 19, 20t7. The Notes were priced with a yield to maturity of
3 V2%, resulting in gross proceeds to the Company of $449,640. The cunent Notes outstanding are convertible
into a maximum of 19,340,158 shares of Costco Common Stock shares at an initial conversion price of $22.00.
Holders of the Notes may requ~ the Company to purchas~ the Notes (at the discounted issue price.plus accrued
interest to date of purchase) on August 19, 2007, or 2012. The Company, at its option, may rvdtmm the Notes (at
the discounted issue price pins accrued interest to date of Iedemption) any time on or after August 19, 2002. As
of August 29, 2004, $48,352 in principal amount of the Zero Coupon Notes had been converted by note holder~
to shares of Co,ten Common Stock.

In February 1996, the Company filed with the Securities and Exchange Commission a shelf r~istlation
statement for $500,000 of senior debt securities. On October 23, 2001,.an additional $100,000 in debt securities
was registered, bringing th~ total amount of debt registered undel the shelf registration to $600,000. The
$300,000 ot~ 5V2% Senior Not~ issued in March 2002 reduced the mount of registered ~curlties available for
futme issuance to $300,000.

At August 29, 2004, the fair value of the 7 ~/s% S~nior Notes, and the ~ Va% Senior Notes. based on market
quotes, w~s approximately $311,250 and $316#50, respectively. The Senior Notes are not redeemable tzdor to
maturity. The fair value of the 3 V2% Zero Coupon Suboxdinated Notes at August 29, 2004, based on market
quote~ was approximately $822,607. The fair value of other !ong-term debt approximates canting value.

Maturities of long-term debt during the next five fiscal years end thereafter are ~s follows:

200~ ............................................................$ 30~,~94
~006 ............................................................ 879
2007 ............................................................ 322,305
200s ............................................................~1,~7
2009 ............................................................ 450
The~aftcr ....................................................... 608,645

Total ....................................................... $1,299,3~0
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Note 4---Leases

The Company leases land and/or warehouse buildlngs at 91 of the 417 warehouses open at August 29, 2004,
and certain other offic~ and distribution facilities under operating lcasea with remaining terms ranging from I to.
44 years. These leases generally contain one or more of the foIIowing options which the Company can exercise at
the end of the initial lease term: (a) renewal of the lease for a defined number of years at the t.heat fair market
rental rate; Co) purchase of the property at the then fair market value; or (c) right of first refusal in the event of a
third party purchase offer. Certain leases provide for pofiodio rental increases based on the price indices and
some of the leases provide for rents based on the greater of minimum guaranteed amounts or sales volume. Con-
tingent rents have not be, n material. The Company accounts for its l~ases with step-rent provisions on a straight-
]ine basis over the original term of the lea~e.

Additionally, the Company leases certain ~luipment attd fixtures under sholt-term operating leases that
permit the Company to either renew for a series of one-year terms or to purchase the equipment at the then fair
market value.

Aggregate rental expense for fiscal 2004, 2003, and 2002, was $95,800, $84,146, and $69,894, respectively.
Futme minimum payments, net of sub-lease income of $148,339, during the next five fiscal years and thereafter
under non-ccmcelab]e leases with terms in excess of one year, at August 29, 2004, were as follows:

2005 ............................................................ $ 110,616
2006 ............................................................ 109,305
2007 ............................................................ 103,429
2008 ............................................................ 98,611
2009 ............................................................ 91,790
Thereafter ................................................... 1,061,027

Total minimum payments ........ ................................ $1,574,778

No~te’ 5--Stock. Options
¯ The Company’s 1993 Combined Stock Grant and Stock Op6on Plan (the "1993 plan") provide1 for the issu-

ance of up to 60 million shares of its common stock ~pon the exercise of stock options and up to 3,333,332
shares through stock grants. DUling f’mcal 2002 the 2002 Stock Incentive Plan (the ’~002 plan") was adopted fol-
lowing shareholder approval. The 2002 plan authorized 30 million shares of common stock for issuance, subject
to adjustment. For future grants, the 2002 plan replaces tl~ ~993 plan and the 1993 plan has been amended to
provide that no more options or stock grants may be issued under such plan. Arty shares under the 1993 plan that
remain available for future option grants (and any additional shines that subsequently become available through
cancellation o1’ unexereised options outstanding) will be added to the nnmber of shares available for grant under
the 2002 plan. The 2002 plan authorizes the Company to grant stock options to eligible employees, directors and
comuhants. Options granted under these plans have a ten-year term and generally haw a ve.sdng period of five
years. At August 29, 2004, options for approximately 27._5 million shares were vested and I1.7 million shares
were available for future grants unde~ the plan.

In fiscal 2004, 2003 and 2002 the Company re.vognized stock compensation costs of $36,508, $12,069 and
$0, respectively. The effects of applying SFAS No. 123 were substantially less in fiscal 2003 than the effects on
net income and earnings per share in fiscal 2004 and expected in future periods because this was the initial year
of adoption. Fiscal 2004 reflects compensation expense from options granted in that year, as well as continuing
nmognitio~ of expeme agso~iated with options issued in prior yeers as they vest. Shams granted in fiscal 2004
and 2003 totaled 7,780,924 and 8,479,550 shares, respectivebr, with the majority of these shares being granted in
the middle of the fiscal third quarter for both fiscal years.

Total stock compensation costs on a pre-tax basis that would have been recorded had SFAS No. 123 been
adopt~.d as of its haitial effective date would have totaled $92,679, $112,863 and $123,159 in fiscal 2004, 2003
and 2002. respectively.
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NOTE,.q TO CONSOLIDATED FINANCIAL STATF2VIENTS
(dellars in thousands, exee.pt lper shar~ data) (Continued)

Note 5--Sto~k Options (Continued)

The fair value of each optio~z grant is estimated on the date of grant aslng the Black-Scholes option-pricing
model with the following weighted avorage assumptions used $or grants in 2004, 21303 and 2002:

2004 201B    2002

Risk ~ee interest rate .................................. 3.38%
Expected life .........................................6 years
Expected volatility ....................................44%
Expected dividend yield ................................1.04%

3.30% 4.45%
6 years 5 year~

46% 46%
0%

Sto~k option trav~ctions relating to the aggregate of th~ 1993 and 2002 plans are summarized below
(sl~ares in thousands):

Out.standing at beginning of fiscal yeer ......
Granted(2) .............................
Exercised ..............................
Cancelled ..............................
Outstanding at cud of fiscal year ............

2O04 2003
Slurps Price(l) Shares Pri~(D SIm~
48,790 $31.93 42,961 $31.49 39,57.8 $29.15
7,781 37.19 8,480 30.47 7,641 38.10
(5,153) 24.23 (2,154) 16.13 (3,571) 18.77

(884) 36.27 (497) 37.14 (687) 37.12

50,534 ~33.45 48,790 $31.93 42,961 $31.49

(1) Weighted-average cxerck~ price/grant ~xice.

(2) The weighted-average fair value based on the Black-Scholes model of optioas granted during fiscal 2004,
2003 and 2002, were $16.01, $14.84 anti $17.83, respectively_

The following table summarizes infoxma~ion xegarding stock options outstanding a~ August 29, 2004
(number of options in thousands):

Remainixtg
Contractual

~.~32.~ ............................... 16,851 5.72 $~.t8 9,723 $19.45
$33.~37.35 .............................. ~,878 7_05 36-10 10,131 35.87
$37.~$52.~ .............................. 1~805 6.55 41,30 7,659 42.25

50,534 6.48 $33.~ 27,513 ~1.~

(1) Weighted-average.

At August 31, 2003 and September 1. 2002, there were 25,147 and 19,843 options exercisable at weighted
average e~crci.~ prices of $29.1)2 and $25.40, respeelively.

Note 6--Refireme~tt Plans

The Company has a 401(k) Retirement Plan that is available to all U.S. employees who have completed 90
days of employment. For all U~S. employe~s, with the exception of California union employees, the plan allows
pre-tax defexral against which the Company matches 50% of the first .one thousand dollars of employee con-
tributions, In addition, the ComFany will provide each eligible participant a contribution based on salary and
years of service.
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Note 6--Refiremmt Plans (Continued)

California un~on employe~s pa~cipate in a defined ho~fit plan slmnsored by their ~mion. The Company
makes contributions ba~d up0a it~ union agreement. For all the California tmion eanpl0yees, the Company sport-
soled 40I(k) plan cltrrently allows pre-tax defenal against which thg Company matchea 50,% of the f~st five
htmdred dollar~ of employee contributions. In addition, the Company will provide each eUgiblo participant a eon-
trlbutio~ based on hours worked and years of service. The Company has a defined contribution plan for Canadian
and United Kingdom employees and contn’butes a percentage of each employee’s salary.

Amount~ ¢xpv~xl trader tl~e plans were $169,664, $149,392 ~md $127,189 for fiscal 2004, 2003 and
2002, respectively. The Company has defined contribution 401(k) and w~ixement plans only, and thus has no li-
ability fo~ po~t-leti~ement benefit ob]igafions under the SPAS No. t06 "Employer’s Accounting for. Post-
retirement Ben~qit~ Other than Pemions.’"

Note 7mIncome Taxes

The provisions for in¢omo taxes for f’me, al 2004, 2003 and 2002 are as follows:

Federal:
Current ............................................. $ 257,092
Deferred ............................................ t t 6,390

Total federal .......................................373,482

2003     2002

$295,323 $331,455
35,150 5,263

330,473 336,718

Currant ............................................. 53,608
Deferred ............................................ 20,479

Total state ......................................... 74,087
Foreign:
¯ Current ............................................. 171,006
Deferred ............. ................................ (100,344)

Total foreign ......................." ................ 70,662
Total provision for income taxes ...........................$ 518,231

58,739 48,256
(470) 4,269

58,269 52~525

9,634 46,197
38,857 2,761

48,491 48,9~8
$437,233

For fiscal 20~4 the armcal effective tax rate remaiaed constant throughout the year at 37%. In the fourth
quart~ of fiscal 2003 and 2002 tim Company adjusted th~ a~mual ¢ffectlve tax rate u~x~ in calctdating the tax
provision from 38_5% to 37.75%, and from 40.0% to 38.5,%, xe,q3e, cfively, r~ting in the reduction in the in-
come tax provision in th~ fourth quarter of $5,873 and $11,3a5, remtx~vely.

R~onciliafion between the ~tamtory tax rat, and the eAT~tiw rate for fiscal 2(X}4, 2003 and 2002 i~ as fol-
lows:

Fedezal taxes at stamtm-y rate .............Y~90,218
State taxes, net .........................48,157
Foreign taxes, net ...................... (5,729)
Other ................................ (14,415)
Provision at effective tax rate .............$518,231

2003 2O02

35.00% M05,38~ 35.00% $398.364 35.00%
3.~ 37,875 3.~7 34,145 3.00
(0.41) 095) (0.03) 2,732 0.24
(1.03) (5,628) (0,49) 2,960 0.26

37.00~ $~3"7,233 37.7~% $438,201 38.50,%
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continue~l)

Note 7mIncmne Taxes (Continued)

The components of the d~ferred tax assets and liabiHtles are as follows:

~kcgruvd l~abilities and ~e~vrv~s ......................................
Deferred memberalfip ~ees ..........................................

Total defe~’ed tax a~et~ ........................................

Prol~rty and e.quipmvnt ............................................
Merchandise inventories ............................................
O~er receivables ..................................................

Toufl. deferred tax fiabilitlos .....................................

Net d~f~n~d tax liabilities ...........................................

Angm129, Am1~us~ 31,
2O04 2093

$224.523 $168,683
29,805 141,~
14,~1 28,465

269,319 338,153

~2.310 210,8~
7~,1~ ~.701

The de~’r~d tax accounts at August 29, 200~ and August 3i, 2003 include cuffent d~fcrrcd incom~ lax
sots of $116,291 and $213,939, respectively; non-curt’cot delta’red income tax assets o£ $6,755 and $14,316,
speetively; cmrent deferred income tax liabilities of $0 and $74,002., x~sl~cfively; and non-cm-~nt deferred
incomv tax liabilific~ of $200,137 and $182,749, ~spcctively.

The Company has not provided for U.S. dofcrxed taxes on cumulative undistributed earnings of non-U.S.
affiliates aggregating approximately $857,963 at August 2~, 2004, as such earnings have been reinvested for the
fon:sc~able future. Because of the availabilit~ of U.S. resign tax credits, it is not p~acticable to dc~nnine the
U.S. [¢deral income tax 1lability oz benefit associated with such earnings if such earning~ were not rdnve~ted for
the foreseeabl~ future.

Note 8--Commitments and Contingencies

Legat Proceedings

The Company is involved from time to time in claims, proceedings and liligation arishg from its business
and property ownership. The Company is a defendant tn two actions puq~onedly brought as class actions on be-
half of ce~Xain present and former Costco managers in California, in which plaintiffs allege that they have ~ot
been properly compensated for overtime wo~k. The Company is also a defendant in an eye.me compensation
case pu~poctedly brought as a class action on behalf of lXesen~ and former hourly ~mployees in California, in
which plaintiffs allege that Costco’s scml-annual bonus formula is improper with r~ga~d m re~x’oactive overtime
pay. Claims in these three actions a~ made undcx vaxious provisions of the California Labor Cod~ and the
ifomia Businnss and l~ofessioas Cock:. Plaintiffs seek rostimtion/disgorgomonL �ompenr~tory damagvs, various
statutory penaUies, liquidated damages, punitive, treble and exemplmy damages, and attorneys’ fees. The Com-
pany also is a defendant in an action purpcmedly brought as a class action on behalf of certain present and former
female nmnagexs, in which plaintiffs allege chmial of promotion based on ge~ler in violation of Title VH of the
Civil Rights Act of 1964. Plaintiffs seek comisznsato~y damages, exemplary and punitiw damageS, injunctive
lief~ and attonmys’ fees. h non~ of th~s¢ four cases has the Court been asked yet to determine whethex the action
should Fax:e~ as a class action or, if so, the d~finition of th¢ class. The Company expects to vigoxously defend
these actions and does not believe that any .claim, proceeding or litigation, ~ithex alone or in the aggmgam, will
have a material adverse eff~t on the Company’s financial position or ~¢sults of ils operations.

46

00STC0_003627

COSTC0.._003627

TX214 048



~o~ 9--~egment Repor~g

The Company and its subsidiaries are p~incipally engaged in the operation of membership warehouses in the
United States, Canada, Japan and the United Kingdom and through majority owned subsidiaries in Taiwan and
Korea and through a 50%-owned joint venture in Mexico. The Company’s xcportabl¢ seg~a~nts are based on
management ~ospomibility and exclude the Mexico joint-venture, as it is accounted for under the equity method
and its operations are not consolidated in the Company’s financial staten~nts.

U~tcd ~tates    Chaadlan

Year ~d~ A~t 29, 20~
T~ ~venu~ ................................ $39,427,6~
~ng in.me ............................ 1,12~,1~ 214,518
~ation ~d ~o~fion .................. 3~,432 ~,2~
Capi~ ~pe~di~ .......................... 560,387 89,748
~ng ~ ~s~ts ............................. 5,853,103 675,871
To~ ~ .................................. 1~1~,613 1,717,9~
N~t ~ ................................... 5,888,495 ~8,937

g~ ~ed Au~ 31,
To~l ~venue ................................$35,119~9 $5~7,~
~ng inco~ ............................ 927~
~a6on ~d ~o~fion .................. 323~50 33332
~t~ exp~di~ .......................... 698,7~3 68,432
~g ~v~ ~ ............................. 5,705,675 612,~7
T~ a~ ................................. 10~22,2~ 1 ~9,972
H~ ~ ................................... 5,141.~6 783~21

Year Ended September 1,2002
Tmal reveaue ................................$32,310,812 $4.750.173
Operating income ............................
Depreciation and amortization ..................
Capital expenditures ..........................
Long lived asse~s .............................
Total assets .................................
Net a~se~ ...................................

Oflmr
International
Operations      Tmal

$2,636,566$48,106,992
50,008 1,385,648

¯ 36,069 440,721
55,485 705,620

734323 7,263,697
1,2~6,973 15,092,548

807.3"/8 7,624,810

$2,189,490$V¢2,545,552
29,995 1,156,628
33,720 391,302
43,52D 810,665

641,686 6.960,008
1,089,456 13,191,688

630,4O3 6,554,980

$1,70t.514 $38,762,499
924,330 192,161 15,044 1,131,535
281,812 33,477 26,492 341,781
868,069 35,098 135,438 1.038,605

5,387,772 514,854 620,993 6,523,619
9,418,500 1,198,992 1,002,771 11,620~263
4,485,487 617,731 591,019 5,694~237

The accounting poli~ie~ of the sehnmnts are the same as those described in Note 1. All inter-segment total
revenue and expenses are immaterial and have been eliminated in computing total revenue ~nd operating income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except per share data) (Continued)

Note 10---Quarterly Financial Data (Unaudited)

The two tables that follow zefle~ the tmaudited quarterly results of operations for fiscal 2004 and 2003.

52 Weeks Ended Augt~t 29, 200,1
First Second Third Fourth

12 Wee~ 1~ W~ 12 We~ ~ W~ 52 We~

REVENUE
Net sales ..................... $10,309,822
Membership fees ............... 211,656

Total revenue ................10,521,478
OPERATING EXPENSF_~

]vlerchandi~e costs ..............
SeLling, g~aeral and

administrative ...............
Pr~oponing expenses .............
Provision for impaired assets aad

vlosing costs, net .............

Operating income ............
OTHER INCOME (EXPENSE)

~ntez~st expertsc ................
Interest income ~nd other ........

I~COMIZ BEFORE INCOME
T~-*S ......................
Provision for i~come t~es .......

NET INCOME ..................

$11,330,214$10,672,737$14,832,939$47,145,712
218,760 224,502 306,362 961,280

11,548,974 10,897,239 15,139,301 48,106,992

NET INCOM~ PER COMMON
"SHARE:
Basic ........................ $

9,220,122 10,10t,977 9,5~0,312 13,229,605 42,092,016

1,032,413 1,084,605 1,050,728 1,430,131 4,597,877
10,125 4~216 4,552 11,558 30,451

4,0O0 3,OO0 (8,5OO) ~,500 1,000
254,818 355,176 310,147 465,507 1,385,548

(8,475) (8~61) (9,004) (10,911) (36,651)
7,903 13,072 14,188 16,464 51,627

254.246 359,987 315,331 471,060 1,400,624
94,071 133,I95 116,673 174,292 518,231-

160,175$ 226,792 $ 198,658$ 296,768$ 882,393

0.35

Diluted ....................... $    0.34

Shares used in calculation (000’s)
Basic ........................ 457,632
Diluted ....................... 480,348

Dividends per share ...............$ ~

$
$

0.49 $ 0.43 $ 0.64 $ 1.92

0.48 $ 0.42 $ 0.62 $ 1.85

458’228 459,074 461,268 459,223
481,537 482,485 485,073 482,459

$ -- $ 0. I0 $    0.10$    0.20
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Note lO--Quart~rly .Financial Data (Unaudited) (Continued)

Net sales ....................... $9,010,571
Membership fees .................188,014

Total r~venue ..................9,198,585
OPERATING

M~chandis¢ costs ................8,0~,897
Selling, genea’al and

admiaistrafiv¢ .................888,779
Preopcning expenses .............. 18,117
Pro~rision for impairexl assets and

dosing costs, net ............... 5,000
Opm-ating income ..............237,79~

OTHER INCOME (EXPENSE)
Interest exlmnse .................. (8,468)
Interest in~on~ and other .......... 7,634

INCOM~g BE]cORE INCOME
TAXES ~ ....................... 236,958
Provision for income tax~ ......... 91,229

NE"I" I~COM~ ....................$ 145,729
~YgT INCO1VIE PER COM~ClON

SHARE:
Basic ..........................

Dflutod ......................... $ .31

Shares used in calculation (000’s)
Basic .......................... 455,570
Diluted ......................... 478,857

Dividends per share .................$ __

$9,920,324$9,344,959.$13,416,845$41,692,699
193,843 198,112 272,884 852,853

10,114,167 9,543,071 13,689,729 42,545.552

8.840,411 8.358,323 1I~987,752 37,7~5,383

967,051 923,309 1,318,259 4,097,398
7,145 5,853 5,528 36,643

4,500 6,000 " 4,000 19,500
295,060 249,586 374,190 1,156,628

(8,003) (8,715) (11,734) 06,920)
8,983 9,179 12 729 38,52~

296,040 250,050 375,185 -1,158,233
113,975 96,270 135,759 : 437,233

$. 182,065$ 153,780$ 239,426$ ’ 721,000

$ .40 $ .34 $ .52 $ 1.58
$     .39 $    .33 $     .51 $    1.53

455,927 456,370 457,187 456,335
478,564 479.183 480,38~ 479,326

-- $ -- $    _ $    _
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Co~ora~ Mcrch~s~g
~ Chang

C~ ~er--Taiw~
~ctor C~

~ar~ ~
G~~mte Non-P~

G~ Dem~
~Nen-Foo~eu~ Re~

~e Ed ~

Jo~ T. Eagan
G~--Fo~s ~g~ Re,on

L~ E~
E-Coerce M~h~ing

Fra~ Far, he
Op~on~o~w~t

Timothy 1L Farmex
GMM---Corporate Non-Foods

Murray ~leming
GMM--Hardl~anadian Division

Jack S. Frank
Dh’eotor, Real Estate Devclopment~We~t

Gary Giacomi
GMM--Non-Foods---Northwest

Cynthia Glaser
GMM.--Corporate Non-Foods

Joseph Grachek HI
Mercha~dis~ Accounting Controller

Nancy Griese
GMM---Corporate Foods

Isaac Hamaoui
GMM---Sofdines--Canadian Division

Bill Hanson
GMM--Food~---Midwest Region

Robert Hardie
Internal Audit

Do~ Harley
GMM--Foods~South~ast Re~on

David Harr~fff
Opeoafions--Noxthwest Region

Daniel M. Eltnes
Financial A¢coun6ng Controller

Mtlzi Hu
GMM--Iml~rts

Ross Hunt
Human Resources.
Canadian Division

Arthur D. Jackson, Jr.
Adminiswafion & Community Giving

Harold E. Kaplan
Corporate Treasurer
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"V~ PRE~IDENT~ (Continued)

~--Corpomte
Gary Ko~

G~o~omte
Paul ~

M~g, Mem~p & C~tco ~vel
~be~ ~u~

Op~o~ Re,on

Bus~e~
Judi~

G~F~No~e~t R~on
J~y Lyo~

SG~o~ra~
Steve Man~n~a

~acy Maul~-Ave~
~P~d~B ay ~a Region

~ Ma~h~
~ado~Los ~g~]~ ~on

S~n McCo~ha
~tor of Bak~

Jo~ ~nela

~el W. MosSier
~a~o~u~ty~bor Relations

Rob~ E. Ne~on
Fin~ ~g & ~ve~tor Rehdons

H~0 Ne~

~vid Nickel
G~on-Foods R~le~shmont--
W~ C~ Regioa

~ Oje~yk
G~o~e Non-Fo~

~g~, ~n~ Co~sel
Mar~ Om~

Jo~ ~ O~a~
Photo, ~c~,
& ~stco T~g

8t~
Co~ M~ag~--Kor~

Shawn Parks
Operations--Los AngeIes Region

Mike Parrett
Co~0rate Purchasing & Other B~iness~s

Mike Pollard
E-commerco Opcratio~ & Marketing

Steve Powers
Operatio~s---Southe.ast Region

Robert L. Pugmire
GMM---Corporate Non-Foods

Paul Pulver
Oper~6ons--Not’~heast Region

Aldyn Royes
Operations--Southeast Region

Yoram Rubanenko
Ol~zations---Northeast Region

James W. Rutherford
Information Systems

Drew Sakuma
Operations--U-K

Janet Shanks
GMM--F~sh Foods--Canadian Division

Mlehad Sinegal
Country Manager~J~an

Da~d Skinner
Operafiom~--Ea~tern Canada Region

Kimberley L. Sud~omd
GMM.--Jnternational

Gary Swindelis                   :.
Operations--Eastern Canada Region

geith Ig Thompson
Construction

Scott Ty]er
Opcrations--We.~t~m Canada Region

Ron Vachris
Opemtions~an Diego Region

Azmima Vivani
GMM--Softlines---Canadian Division

Richard Webb
Operations--Midwest Region

Jack Weisbly
GMM--Co~orate Non-Foods

Stanley D. Wiaberg
GMM--Foods~San Diogo Rogion

Chadie A. Wintexs
Director of Meat Opsrafi0ns
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ADDITIONAL INFORMATION
A copy of Costco’s annual report to the Securities and Exchange Commission on Form 10-K and quarterly

reports on Form 10-Q will be provided to any shareholder upon written request direvted to Investor Relations,
Cost¢o 3Vho~sale Corporation, 999 I.~ke Drive, Issaquah, WtLshington 98027. Internet users can access re.vent
sales a~d earnings releasea, the annual report and SEC filings, as well as our Costoo O~lia¢ web site, at http;//
www.costco.¢om. ]i-mail users may direct their in’~estor relations questions to investor@costco.com. An of the
Company’s filings with the SEC may be obtained at the SEC’s Public Refmenc¢ Room at 450 Fifth Street, NW,
Washington, DC 20549. Additionally, the SEC maintains a we.bsit~ that contains reports, proxy and information
statements and uther information regalding issuvcs that file electronically with th~ SEC at wwwat~,.gov.

Corporate Office
999 Lake Ddw

Issaquah. WA 98027
(425) 313-8a00

Northern Division
Northwest Region
1045 Lak~ Drive
issaquah, WA 98027

Bay Area Region

Livennore, CA 94550

Midwest Reg~n
1901 West 22~ Street, 2~ moor
Oak Brook, IL 605Z3

Eastern Division
Nortf~ast l~qion

45940 Horseshoe Drive, Suite 150
Sterling, VA 20166

Southeast Region
3980 Venture Drive NW, #W100
Duluth, GA 30096

Division Offices
Southwest DiviMon

Los Angeles Region
110~0 Garden Grove, #201
Garden Grove, CA 92843

~ Diego Reglon
4~49 Morena Blvd.
San Diego, CA 921 I7

Texas Region
1701 Dallas Parkway, Suite 201
Piano, TX 75093

Canadian Division
Eastern Region
415 Hunt Club Road West
Ottawa. ON K2E 1C5

Western Region
3550 Brighton SL
Bta’naby, BC VSA 4W3

International Division
United Kingdom Region
213 Hartstaing Lane
Watford, Hertfordshire
England, IJK WD2

Japan Region
4F Komahara Bldg 1..4-3
Yakamo, Meguro-ku
Tokyo, 152-0023 Japan

Korea Region
65-3-ka Yangpyung-dong
Yoangdtmngpo-ku
S~u!, Korea
Taiwan Region
255 Min Shan Street
Neihu
Taipei, Taiwan 114

Mexico Region
Boulevard Magnooentro #4
Col. San Fernando
La Hen~dura 52760
Huixquiluean, Mexico

Annual Meeting
Tbm-sday, January 27, 2005 at 10.iX) AM
Meydenban~r Cvnt~
11100 NE 6th Street
Bellevue, Washi~gtou 98004

Iadependem Public Accountants
KPMG LLP
801 Second Avenue, Suite 900
Seattle, WA 98104

Transfer Agent
Mellon Investor Services, L~L.C.
Costeo Shamholdex Relatimm
P. O. Box 331~
South Hackensm~k, New Jew, ey 07606
Telephone: (800) 249-8982
TDD for Hearing Impaired: (800) 231-~469
Outside U.S.: (201) 329-8660

Stock Exchange Listing
NASDAQ Stock Market
Stock Symbol: COST
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